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At Butte, Montana—“‘the richest hill on earth” — 
copper’s future has never looked better. One reason 
is Anaconda’s activity at Berkeley Pit, where a 
new open pit mining operation is recovering prof- 
itable low-grade copper ore. 


Experimental work at Berkeley Pit, begun in 1954, 
assures an ore reserve of at least 100 million tons. 
Today Berkeley Pit is yielding ever-increasing ore 
tonnages. When fully developed in mid-1957, this 
project alone will be adding 65 million pounds of 


The 


A new source of COPPER 


from “the richest hill on earth’’ 


Anaconda Aluminum Company 
International Smelting & Refining Company 
Andes Copper Mining Company 

Chile Copper Company 

Greene Cananca Copper Company 





copper annually to the world’s supply and will 
continue to do so for many years to come. 


Berkeley Pit is just one phase of Anaconda’s pro- 
gram which assures for Butte a mining future even 
brighter and longer than its long, productive past. 


Meanwhile, Anaconda continues to apply its more 
than 60 years’ experience, not only to the develop- 
ment of new copper sources, but to meeting the 
expanding needs of industry for more and better 


products in the entire non-ferrous metal field. 
56270A 


PRODUCERS OF: Copper, zinc, lead. aluminum, 


tellurium, uranium oxide, nodulized manganese 
ore and standard ferromanganese, treble- 
super phosphate, arsenic, bismuth, indium, 


silver, gold, platinum, palladium, cadmium, selentum, 





ANACONDA 


Company 





The American Brass Company 
Anaconda Wire & Cable Company 


MANUFACTURERS OF: Copper and 
aiuminum electrical wires and cables: copper, 
brass, bronze and other copper alloys in such forms 
as sheet, plate, tube, pipe, rod, wire. ‘orgings, 
stampings, extrusions, flexible meta! 

hose and tubing. 
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For the Busy Attorney... 


Helpful Income and Principal Statements 










































































Jew York Guaranty Trust Com » OF N ‘ 
mpany Of New pany New Yo: 
Guaranty Trust Ce — 4 Cusvoev sepanreent rk 
qroay carantuah 
Prone account 22 PRINCIPAL - ACCOUNT 
acct NO 1¢ 99999 eran/at rage eae AGREEWERT DATED : 
acct w 
ie Doe TTEE U OER AGREEMENT pared wo OF STATEMENTS 1 © IC 99999 
tis ryure wary 00C NO OF STATEMENTS 9 
Le ! 
e we 
2 ae ee | [care | siecaan an — 7 
Desc Me TION — $ 328 00 UGS | wacance om ; pS aen ooeee | ator | @acance 
pate F) - | hue 30 | sue 1 ATEMENT RENDERED 
are enovens vomwano AS PER STATE oie — | 2 825 conf | Me) tar ug @ reoenare sort ores “= Cow stm | | a 0 
\tue © |For caeott To OFT AC waKY ODE REP NON eae 66 00 | co ey uu 430 00 || 
AUG € ts 45 
| ayo 89 Wo 10 Tees UNION O1L CO OF CALIF COM $0 00 | | t ‘ 3 | | 
lay P) PL rs R | 
\aue 26) INC co OME QUE 9 Nestincrouse eLec corr COM | $0 96 | 3 081 008 | ui cn 0, sn coxa PALMOLIVE CO Com i, | 6 406 18) | 
or | = 2 so | 
Divo 190 HS Coe — c com | | 
R AIRLINES | 3 073 50a 40 49 $6 $27 
, chy 2 50 ae rexas EASTERN rhansvisStO® con 62 $0 | -4 ‘ nH apes tenes eee 9/1/58 | 1 306 4 | 4 +4 1 
sep 1 \0 * co | \| | 4 830 00 | 
 WwoRCESTER \\ ber 15 600 | 4636 | I 
Mi $060 rly NORWICH ON! iii, SALE 100 SHS ame NATUR A 00 | 1 
sep 2 | IN G/B SR B 4 SOF OVE 2 $0 m9 \\ 3 165 41 a/v 2. at 52 3/4 A GAS CO Com hs 22 {| 6 106 I26 
| ' | 68s 4) | 
| e 6 \FOR nti 0 ort ac ac Syany DOE REP MONTHLY 2500 0 | 37 50 || at Hy nr " 
er & Yom Ren eS sean uso 60 it | SBS] See [mr myrestace roe sae are tem eqener Stet) ass oe 
6 |ow H Ph on £0 | LERS IW | 
\Se Salo 300 SH sHs roth i : 8 ge 0M | 100 00 SEP 2 mat comes in rao 5 SHS TRAVELERS | 306 56 | 20 720 802 
ser itv 200 Fy “4 eines, senv te 0 eS uPLCTE pAWERT FOR athe 4 | ot C/3 TO MARTFORO Conn | 
D To PRING vent +30" | 120 00 | ord | gee = ck RECD POR Deposit WITH LETTER OF 2/20/58 ss 20 720 lee 
2 SHS eT TLY TULIP tur con cow | 70 00 | | rien arse va AVIATION INC 200 00 20 920 14a 
o1vd 300 s | | 
Sep 20/0 V0 200 SKS SwoupScm on 3s land mg 900 P/v POWER | | as com “3 +8 0 
sep 20\ACCD INT rr rE tare. 0 3 20 GEM REV BO SE 33 33 || “ 2359 74 | | 
mum ies at 103 1 . ao | 1 083 meen 60 PHILCO CORP CoM STK P/v 2 ar | | 
sep 22)! cou veut See — | = | ss Sua 2542 $0 | | 
YO 500 SHS ME . oSeeL Rev 80 | 300 00 | ’ | 
sep 26| int 20 900° P/V WO BRIDGE “0 naan | 330 00 | 1 5137 | sep 28 Proctor OeLY $0 Ar auc 1 Tg 0 7 2 Sée 33 | 18 992 Ofe 
oF ? u | i} v iE 10 3 7 : | 
syo UNITED sts pa mous Aum e0 1ST | 280 00) | SMATio OF 100 OCB AT pam Fon Ach Tom | 
inT 25 000 < 4/1/85 eo © 00) | Te “to 
SS SER A 2h OF Access HMAY REV » \ 1% 06 1] 
Int 30 oe iat So si | 10 ere Oi) an a ae et BAONN BROS HARKIN :. =e 16 167 te 
| ™ | 
1yoz8 0 v ew Rr aGoat ur 60 1 50% | uz so)| 18 Ser 9] vunce 3000 tf MEE Hkie Telco 3 9708 comv oe Sey 
oo e/y 61 D€6 DA 10/13/85 Ow 10/13/67 | 
joct 9 |tnT 15 000.00, poe AS RES | | | 14 
ac MARY 10 000 00 ‘ | 44 OTe 
AORN BROS KARRIWAN | STA TEME | 
- TO ETTER 0/3/58 | | RENDERED | STATEwent 
\| oct & 1% | || REWERME® 
| | | || oct S 1988 
a ee 
ee ms ee 
= - oe 
TATEMENT PROMPTLY AND ADVISE US oF any Exc cPTron PLEASE EXAMINE STATEMENT PROMPTLY aNd ADVISE US OF any EXCEPTION 
PLEASE EXAMINE S e-e-seee 








= many busy attorneys, you may be occupying your time unnecessarily 
with the details of keeping accurate records of security transactions and 
income collections. 


This need not be, because, as part of our CUSTODY SERVICE, we furnish the 
statements pictured above which describe all these transactions in detail. 


Chronologically arranged, these statements facilitate the preparation of 
fiduciary accounts and income tax returns, and result in saving many valuable hours. 


Our booklet, “The Care of Your Securities,” which describes the service, 


will gladly be furnished on request. 


GUARANTY TRUST COMPANY 
oF NEw YorRK 


Capital Funds in Excess of $400,000,000 


140 BROADWAY, NEW YORK 15 


Fifth Avenue at 44th St., N. Y. 36 ® Madison Avenue-at 60th St., N. Y.21 © 40 Rockefeller Plaza, N. Y. 20 
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We Welcome the Opportunity 
to be of Service to Our 


Out-of-State Friends 


Come to The First National Bank of Chicago for complete 
ancillary services in Illinois. Whatever your needs, you 
can be certain that they will be completed accurately, 


promptly and economically. 


For more than fifty years our experienced Trust Depart- 
ment has been providing ancillary assistance on all aspects 
of individual and corporate trust problems for banks all 


over the nation. 


The next time you require an Illinois ancillary, think 


first of The First National Bank of Chicago. 


TRUST DEPARTMENT 


The FIRST NATIONAL BANK 
OF CHICAGO 


hd 
DEARBORN, MONROE aD AND CLARK STREETS 
\ 
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Cover Picture . . . Christmas Eve in the 
marketplace of Karlsruhe, Germany. From 
that country came the now widespread cus- 
tom of the Christmas Tree. The making of 
children’s toys is one of its greatest indus- 
tries, centering in Nurnberg, and it was 
Germany which made popular and dispersed 
to the world the Austrian Christmas carol, 
“Silent Night, Holy Night.” Written for 
Christmas 1818 in Obendorf by the village 
priest, Joseph Mohr, with music composed 
by his organist, Franz Gruber, the carol was 
almost lost to the world. The Strasser 
family, famous for excellent kid gloves, had 
four musical daughters. They were heard 
singing the carol at their glove-stall and 
were invited to repeat the music in the 
Leipsig cathedral. The song became popular 
throughout Austria and Germany, was 
printed for the first time in 1842, and was 
given a world-wide acquaintance by the 
missionary, Peter Klotz. 
Photo by Erich Bauer, Karlsruhe 


Courtesy German Tourist Information Office 
New York 
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Fees for Lawyers 


On page 895 of your October issu 
an article from the proceedings of the 
probate section of the American Bar 
Association states that Nebraska is one 
of eight states where attorneys’ fees in 
estate matters are fixed by statute. This 
is in error. Executors’ fees are thus fixed 
by statute, and in fact the rates which 
are stated to be those for attorneys are 
actually the executors’ fees. 


Attorneys’ fees are fixed by the Pro- 
bate Court in each instance. While not 
obligatory on the probate court, the 
Bar Association in each County gener- 
ally has a recommended fee schedule 
for all kinds of legal services including 
probate matters. The Court generally 
follows this recommended _ schedule 
pretty closely. 

J.C. Whitten, 
Vice President, First Trust Co. 


Lincoln, Neb. 


Obligation to Support 


In your July issue in an article written 
by A. F. Moore, C.L.U. and entitled 
“Insurance Aspects of Estate Planning- 
Options-Small Estates-Term Trusts” on 
Page 617, appears the following: “// the 
irust income were paid directly to the 
beneficiary, (the grantor’s eight year old 
son) or spent each year for his benefit, 
the tax would be even less. The son 
would be entitled to the 10% standard 
deduction and a $600 exemption which 
would reduce his taxable income to $480 
and his income tax to $96—an annual 
tax savings of $504.” 


The above statement, unless qualified, 
in my opinion, is not a correct state- 
ment of the law. 


Section 677(b) of Subpart E of Part 
1 of Subchapter J of the 1954 Internal 
Revenue Code provides in part as fol- 
lows: “Obligations of Support.—Income 
of a trust shall not be considered tax- 
able to the grantor under subsection (a) 
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or any other provision of this chapter 
merely because such income in the dis- 
cretion of another person, the trustee, 
or the grantor acting as trustee or Co- 
trustee, may be applied or distributed 
for the support or maintenance of a 
beneficiary whom the grantor is legally 
obligated to support or maintain, excep! 
to the extent that such income is so 
applied or distributed.” 


Therefore, in accordance with said 
Section 677(b), if the trust income was 
spent each year for the grantor’s eight 
year old son for his support or mainte- 
nance the grantor would be taxed to the 
extent that such income was so applied 
or distributed. 

Maxwell H. Robinson 
Lowell, Mass. 


[Ep. Note: Mr. Moore advises thai 
his comment was based on the assump- 
tion that the income would not be used 
for support. | 


Atmosphere of Encouragement 


You raise an interesting thought in 
connection with jealousy on the part of 
ambitious staff members over the special 
opportunities offered to students in our 
“intern” program (T.&E. Aug., p. 697.) 

I think we have so far been able to 
minimize this by having such an at- 
mosphere of complete encouragement 
with respect to training of every type. 
For example, various staff members are 
in five different colleges and universities 
this year, plus the American Manage- 
ment Association courses and seminars 
in New York. We were represented re- 
cently at the National Association of 
Bank Auditors and Controllers meeting 
in Washington. We were also rep- 
resented at the Financial Public Rela- 
tions Association national convention in 
Dallas, and the American Bankers Asso- 
ciation convention in Los Angeles, and 
in November at the Correspondents Con- 
ference, First National Bank in Chicago. 
Recently 22 of our staff attended the 
regional state meeting. A very high per 
cent of our staff are taking American 
Institute of Banking courses. We meet 
with all key and training personnel 
every Monday morning, reviewing our 
progress on 1956 objectives. 

I cite these things to illustrate tat 
perhaps a total atmosphere of train'ng 
may minimize some of the special things 
which we may do for student personnel. 
No problem has so far arisen. 

S. E. Lauther 
President 


Irwin Union Bank and Trust —9- 
Columbus, Ind. 
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TAX MAKES CAPTIVE STOCKHOLDERS and 
cuts the mobility so necessary to progres- 
sive and protective investment. Taxing 
capital gains of a windfall nature is one 
thing; freezing investors into a certain 
stock under penalty of taking away one- 
quarter of any gain is another, particu- 
larly in an economy which has been, and 
apparently will continue to be, ruled by 
inflation of the dollar, which has no re= 
lation to increase in true value. Profes- 
Sional investors are in an awkward posi- 
tion in having to decide between a sale 
which brings a sure shrinkage of principal 
and reinvestment of the lesser proceeds in 
another security they deem of better pros- 
pect but with no certainty of equal and 
offsetting increase in market value....... 
Any tax which ties the hands of judgment 
and penalizes actions calculated to bene-= 
fit the provider of capital does a real 
disservice not only to the creation of a 
larger investing class but also to our 
economy's progress. This is strangulation 
of both "protective" capital and venture 
money that is so needed to develop new 

and growing companies. But the C.G. tax 

is especially asinine when applied to 
transactions which are simply a switch 
from one security to another. In such 
cases the capital gain is not realized to 
the investor until the final sale (and 
availability to spend). The tax authori- 
ties and laws have recognized the in- 
justice of capital gains taxation as ap- 
plied to transfer or sale-and=-purchase of 
changing residence, by allowing exemption 
from tax of as much of the capital gain 

as is reinvested in the new domicile. Why 
Should not the same apply to reinvestment 
in securities? Since it would usually not 
come out to the even dollar, a 95% rule 
could be adopted to avoid administration 
confusion. 


PREMIUM-PAYMENT TEST FOR ESTATE TAXATION 
of life insurance looms again! Treasury 
Suggests to House Subcommittee considering 
Technical Amendments Bill of 1957 that as 
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to policies on which insured paid the pre- 
mium — even though he assigned all inci- 
dents of ownership before death — there 

be included in his estate the difference 
between the proceeds and the reserve at 
death or possibly the cash surrender value 
on that date. Possible passage poses a 
caution to those who have been suggesting 
transfer of life insurance by premium pay- 
ers on 100% tax-saving grounds... 


Another dart aimed at life insurance is 
the suggestion to eliminate deduction for 
interest on certain policy loans. One pos- 
Sible approach offered by Treasury would 
disallow amounts paid on indebtedness to 
purchase or carry insurance if policy was 
purchased pursuant to plan of premium pay- 
ments which contemplated that substantial 
number of premiums would be paid by means 
of such indebtedness... 


Trust income taxation is also under re- 
examination. Treasury would eliminate spe- 
cial two-year rule for charitable trusts 
and require minimum 10-year term, as with 
private trusts, in order to relieve the 
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CHRISTMAS is such a good Time 

— to think about ... the youngsters 
our own, the ones next door, or 
just kids in general; and do 


something nice for them 


o remember there are people called 


Friends, and Neighbors — 


T appreciate them and resolve to earn 
LO their gratitude in the coming year 

— to send our thanks and best wishes 
iain to the many friends whose helping hand 
T or literary word have enabled us the 
iO beiter to represent the spirit and letter 


of our common ‘cause, Trusteeship. 








grantor of income tax liability...Multiple 
accumulative trusts for one individual re- 
main in disfavor but Treasury has pre- 
sented no specific solution. 


IS INDUSTRY OVERSUPPLYING, AS FARMERS 
DID, and thus competing for a diminishing 
profitability from increased sales or 
creating a wet=-blanket of inventory? This 
question, and concern over heavy consumer 
debt on one hand and "tight" money on the 
other, lead some economic observers to 
foresee a shakedown from present high 
levels, but with recognition that we have 
more economic know-how and tools for ex- 
cesses either way. Participants in a joy- 
ride don't like the brakes to be applied, 
but the Federal Reserve Board is widely 
credited with sagacity as well as courage 

for their "Slow-down" policy 

eceeeeeeeMuch of the concern as 
to corporate well-being seems to 
stem from vast plant and equip- 
ment expansions. But what must 

be realized is that much of this 
is not creating proportionately 
more productive power, but dif- 
ferent or substitute facilities. 

The chairman of Proctor & Gamble 

remarked that in the past ten 

years "we must have spent $150 
million for facilities that 
didn't add a bit to our capac- 
ity. It's just that detergents 
, obsoleted our soap=-producing 
facilities." That, and the de- 
velopment of a vast array of new products 
and processes, may mean more in efficiency 
and consumer appeal than in surplus pro- 
ductive capacity in the eStablished lines. 











A UNIQUE TRUST FOR GROUP ADMINISTRATION 
of separate retirement plans is described 
in this issue (p. 1098). Differing from the 
pooled pension plans which have been 
adopted by some banks, this composite 
trust is evidenced by a single trust 
agreement and permits not only the pooling 
of investments (which is the sole aim of 
the other plans) but also pooling of mor- 
tality. 


URBAN BRANCHES FOR SUBURBAN BANKS seem 
as odd as water running uphill, until it 
is realized that this is just another 
manifestation or result of the schizo- 
phrenic living habits of more and more 
metropolitan workers. If city banks can 
chase their customers to the country, why 
can't suburban banks follow theirs to work? 
Business Week devoted several columns to 
the acquisitions of branches by Western 
Pennsylvania National Bank of McKeesport 
which finally brought it into Pittsburgh, 
and titled them "A Trend Goes into Re- 
verse." Actually this has happened before, 
as with the First-Citizens Bank & Trust 
Co. which expanded out of the little town 
of Smithfield, N. C. to several much 
larger cities including the nearby state 
capital. What's sauce for the city mouse 
has become sauce for the country gander. 





ELECTRIC UTILITIES MUST WATCH HIGH 
FINANCING COSTS. Today's margin from a 
6% return on newly-constructed plant is 
less than from facilities financed under 
money rates of a year ago. This condition, 
if long continued, may require management 
to discuss relief with regulatory commis- 
Sions. (See page 1117) 





New Requirements for 





Freshman Class at GSB 


Four hundred seventeen bankers from 
42 states have been accepted for the 
freshman class of The Graduate School 
of Banking resident session at Rutgers 
State University next June under the 
new eligibility standards. Currently, to- 
tal enrollment is held to about 1,050 
students, which is the comfortable physi- 
cal capacity of the School. 

The minimum eligibility standards 
were changed earlier this year to give 
greater weight to the factors of age and 
experience. Applicants must be bank 
officers, at least 30 years old, and with 
at least 8 years of banking or equiva- 
lent experience. In addition, all applica- 
tions received by the October 1 deadline 
were subjected to further scrutiny to 
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appraise “other indications of ability 
and seriousness of purpose.” Considera- 
tion was given to such factors as the 
applicant’s educational record, the na- 
ture of his responsibilities at his bank, 
and his participation in outside banking 
and community activities. 


Of the 417 applicants accepted for the 
class of 1959, 298 are enrolled in the 
Commercial Banking major, 54 in Sav- 
ings Management and Real Estate Fi- 
nancing, and 65 in Trusts. These groups 
are all somewhat larger than in previous 
years because no new enrollments are 
being accepted this year for the Invest- 
ments major. It has been decided to dis- 
continue this major when the students 
presently enrolled in it are graduated, 
and to enlarge the coverage on invest- 
ments presented in the other majors. 


ABA Opposes Trust Power 
Revocation 


The American Bankers Association 
has expressed opposition to the Federal 
Reserve Board’s recommendation to the 
Senate Banking and Currency Commit- 
tee that the Board, on complaint by the 
Comptroller of the Currency, be author- 
ized to revoke trust powers of national 
banks if it is determined, after hearing, 
that such powers are being unlawfully 
or improperly exercised. The Associa- 
tion’s view is that the proposed authority 
is too broad and could do irreparable 
injury to the institution. The Associa- 
tion would study further the Comptrol- 
ler’s recommendation that the authority 
to grant fiduciary powers to national 
banks and to promulgate regulations be 
transferred from the Board to him. 
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COMPLETE CORRESPONDENT 
SERVICES, INCLUDING: 


Clearances 


Assistance on investments and tax 
matters 


Credit information 

Guidance on trust matters 

Foreign transactions 

Pension and profit-sharing trust planning 


Helpful service on your many diversi- 
fied transactions 


For more than half a century 684 banks in all parts 


of the country have been Hanover correspondents 
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Correspondent 
Banking 


Hanover correspondent banking service 
adds another dimension to every 
transaction—depth of experience. 


Every officer in the Bank stands ready 
to offer his special knowledge on any 
problem you may have—no matter 
how routine, or complex, or 

out of the ordinary—another 

added dimension that goes beyon 
correspondents’ primary needs. £, 


THE HANOVER BANK 


Member Federal Deposit Insurance Corporation 
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PROPOSED ESTATE TAX REGULATIONS 





Part I: Jointly-Held Property and Gifts in Contemplation of Death 


a PROPOSED FEDERAL ESTATE TAX 
regulations* under the Internal Rev- 
enue Code of 1954 were published on 
October 16, 1956! and represent a com- 
plete revision and restatement of Regu- 
lations 105. The proposed regulations 
reflect, of course, the statutory changes 
made under the 1954 Code and incor- 
porate a number of case law develop- 
ments of the past several years. It is 
particularly gratifying to note an im- 
provement in literary style which makes 
the proposed regulations more readable 
than the present version. Sentences are 
generally less lengthy and paragraphs 
generally less unwieldy. 

This comment is the first of two in- 
stallments and deals with the proposed 
regulations governing jointly-held prop- 
erty (Section 2040) and gifts in con- 
templation of death 2035). 
Since these two provisions involve in- 
terrelated problems, they are particular- 
ly suited for consideration together even 
though they do not fall in regular statu- 
tory sequence. 


(Section 


Jointly-Held Property 


The principal changes in the proposed 
regulations with respect to jointly owned 
property pertain (1) to the problem of 
tracing the consideration for the prop- 
erty to the decedent and (2) to trans- 
fers of joint interests in contemplation 
of death. These changes are based prin- 
cipally upon case law developments of 
the past several years. 


Where the consideration for jointly 
owned property is traceable to a prior 
gift made by the decedent, the property 
is includible in his gross estate by the 
express provisions of the statute.” There 
has been some question, however, as to 
whether this rule should govern where 
the donee of gift property applies the 
~#Ed. Note: The provisions relating to nonresi- 


dents not citizens will be analyzed in the next issue 
by Leroy E. Rodman. 


121 Fed. Reg. 7850-7917 (1956). 


2This provision is stated in negative form in 
§ 2040 by excluding from the gross estate “‘such 
part thereof as may be shown to have originally 
belonged to such other person and never to have 
been received or acquired by the latter from the 
decedent for less than an adequate and full consid- 
eration in money or money’s worth . . .” 
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income therefrom to the acquisition of 
other property in joint tenancy with 
the donor. 

in Harvey v. United States,* the hus- 
band made periodic gifts to his wife. 
She applied not only the rents, interest 
and dividends received therefrom, but 
also gains derived through reinvestment 
to the purchase of other property in 
joint tenancy with her husband. Upon 
the husband’s death, the Commissioner 
contended that the joint tenancy prop- 
erty so acquired was includible in his 
taxable estate on the ground that the 
entire consideration for the property 
was attributable to him. The Govern- 
ment, in the alternative, took the posi- 
tion that even though the ordinary in- 
come, rents, interest, and dividends pro- 
duced by the gifts might be considered 
the wife’s separate property, any incre- 
ments in value of the gift corpus must 
be attributed to the husband. 


The court refused to accept either of 
the Government’s contentions and held 
that all income, including realized incre- 
ments in value of the gift property, was 
the wife’s separate income and thus con- 
stituted separate consideration provided 
by her in the acquisition of the jointly- 
held property. In refusing to distin- 
guish between ordinary income and in- 
crements in value of the corpus (capital 
gains), the court was apparently per- 
suaded by the fact that the increments 
in value had actually been separated 


3185 F. 2d 463 (7th Cir. 1950). 





from the initial gift corpus and had been 
separately applied to the acquisition of 
the joint tenancy property.* 

As will be noted from the following 
excerpt, the proposed regulations fail to 
go the full length of the Harvey decision 
and continue to maintain the distinction 
between income and appreciation in 
capital, whether realized or unrealized: 

“Property will not be treated as 
having been acquired from the dece- 
dent for less than adequate and full 
consideration in money or money’s 
worth if it represents income from 
property acquired from the decedent. 

For this purpose, gain (whether real- 

ized or unrealized) resulting from ap- 

preciation in the value of property 
is not ‘income’ from property.’ 

It should be added that the Service, in 
a recent income tax ruling concerning a 
problem of basis determination, has in- 
dicated that “income” from gift prop- 
erty held jointly by the donor and donee 
which is applied to the purchase of addi- 
tional jointly-held property is to be 
attributed one-half to each joint tenant.® 
Thus only the fractional part of the lat- 
ter acquired property would be includ- 
ible in the donor’s gross estate. 

With respect to transactions in con- 
templation of death, the proposed regu- 
lations provide that “if a decedent’s 
fractional interest in joint tenancy prop- 
erty is given away in contemplation of 
death, his fractional interest is never- 
theless includible in his gross 
under Section 2035.”7 This rule was 
established by two recent cases* and 
is based upon recognition of the fact 
that the decedent’s interest in and con- 
trol over the joint tenancy property as 


estate 


4The court clearly indicated that if the gift cor- 
pus, including increments in value, had been held 
intact and invested in joint tenancy property a dif- 
ferent result would have been justified. Jd., at 467. 


5Proposed Reg. § 20.2040-1(a) (2). 


®Rev. Rul. 56-519, 1956-43 Int. Rev. Bull. 8. This 
ruling relates to property held as tenants by the 
entirety and recognizes local law which provides 
that the income therefrom belongs to the spouses 
in equal shares. 


7Proposed Reg. § 20.2040-1(d). 


8Sullivan’s Estate v. Comm., 175 F. 2d 657 (9th 
Cir. 1949), reversing 10 T.C. 961 (1948); Estate 
of Brockway, 18 T.C. 488 (1952), acq., 1955-2 Cum. 
Bull. 4, aff’d on other issues, 219 F. 2d 400 (9th 
Cir. 1954). 
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a matter of local law extended only to 
his fractional portion. This rule applies 
not only to the donor joint tenant, but 
also to a donee joint tenant who trans- 
fers his interest in contemplation of 


death. 


It should be observed that a donee 
joint tenant, suffering from failing 
health, should not yield to the tempta- 
tion to reconvey his interest in the joint 
tenancy property to the donor. If death 
should occur within the three year pe- 
riod, it is likely that the one-half inter- 
est would be included in the decedent’s 
taxable estate.® By leaving the joint ten- 
ancy intact, the donee’s fractional inter- 
est can shift back to the donor tax free, 
assuming, of course, that the latter can 
sustain the burden of proving that he 
furnished the entire consideration.!° 


The proposed regulations, following 
two recent Tax Court decisions,'' also 
provide that the severance of a joint 
tenancy in contemplation of death, for 
example, by converting it into a ten- 
ancy in common, will result in excluding 


"See Estate of Nathalie Koussevitsky, 5 T.C. 650 
(1945). 


1eThe proposed regulations continue in somewhat 
different language the presumption that the dece- 
dent furnished all the consideration for the ac- 
quisition of property held in joint tenancy. Pro- 
posed Reg. § 20.2040-1(a) (last sentence). 


Estate of Edward Carnall, 25 T.C. 654 (1955); 
Estate of A. Carl Borner, 25 T.C. 584 (1955). 
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the interest of the other owner or own- 
ers from the decedent’s taxable estate.'* 
This rule is also based upon the recogni- 
tion of the severable interest held by 
the donee joint tenant as a matter of 
local law and the conclusion that a ten- 
ancy by the entirety should be accorded 
similar treatment under the Federal.es- 
tate tax even though, as a matter of 
local law, survivorship rights in the lat- 
ter case can only be destroyed by mutual 
consent. 

It should be noted that circumstances 
might arise which would warrant sever- 


12Proposed Reg. § 20.2040-1(d). 


ance of a joint tenancy by the donee 
acting on his own initiative shortly be- 
fore the death of the donor in order to 
reduce the amount includible in the 
donor’s taxable estate.'* However, this 
should be done only after careful study 
of the over-all effect upon the estate of 
the donor with due consideration to pos- 
sible intestacy with respect to the donor’s 
interest. Where the donee joint tenant 
is the sole heir, legatee, or devisee of 
the donor’s estate, this course of action 
might prove particularly advantageous. 


Gifts in Contemplation of Death 


Although the importance of the con- 
templation of death provisions has been 
greatly minimized with the adoption of 
the three-year rule by the Revenue Act 
of 1950, there are some changes in the 
proposed regulations which are worthy 
of note. Two decisions of recent years, 
Burns v. Comm.'* and Comm. v. Gid- 
witz’ Estate,° have held that gifts in 
contemplation of death are to be valued 


13In the case of joint tenancy property, the donor 
joint tenant might be stricken with a critical ill- 
ness or involved in a serious accident which would 
render him incapable of joining in the conversion 
of the joint tenancy into a tenancy in common, 
The donee joint tenant, however, could convert the 
property into a tenancy in common by conveying 
to a straw man. 


144177 F. 2d 739 (5th Cir. 1949). 
15199 F. 2d 813 (7th Cir. 1952). 
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as of the date of death by excluding 
any accumulated income produced by 
the gift property and any property ac- 
quired through reinvestment of such 
income. In both cases the gifts were on 
trust. In the former, accumulations were 
discretionary; in the latter, they were 
mandatory. The rationale of these deci- 
sions is that income accumulated subse- 
quent to the date of a gift in contempla- 
tion of death could not have been the 
subject of a transfer by the decedent 
and therefore cannot be considered 
within the scope of the statutory langu- 
age. The rule of these cases has been 
adopted in the proposed regulations and 


is applicable, of course, to outright gifts 
as well as gifts on trust.1® 


The unstated corollary of the forego- 
ing rule is that any increment in value 
through appreciation or reinvestment of 
the initial gift corpus or any deprecia- 
tion in value as of the date of the dece- 
dent’s death will be reflected in deter- 
mining the gross estate. This is clearly 
the established rule if the gift is one 
on trust.17 But where the gift is outright, 
whether of cash or property in kind, it 
has been indicated that it is the practice 


16Proposed Reg. § 20.2035-1(e). 


li[glehart v. Comm., 77 F. 2d 704 (5th Cir. 


1935). 
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of the Commissioner to treat the gift of 
the cash or the particular property as 
if it had been made as of the date of 
death without regard to the fact that 
there may have been interim investment, 
reinvestment, disposition, or loss.1® 


This distinction between gifts on trust 
and outright gifts, aside from admini- 
strative convenience, has been premised 
on the ground that a gift on trust is a 
gift of the trust fund rather than a gift 
of the specific property or the cash as 
is the case with respect to outright 
gifts.’? There is clear support for this 
view in Humphrey’s Estate v. Comm.”° 
However, it is doubtful whether this 
distinction can be sustained in princi- 
ple,*! and this may account for the fact 
that the proposed regulations contain no 
statement on this problem. 


The second point to note is a specific 
reference to the relinquishment in con- 
templation of death of an interest in or 
power over property which would be 
includible under Section 2036 (retained 
life interest), Section 2037 (Hallock 
provisions), or Section 2038 (revocable 
transfers) if such interest or power had 
been retained. The proposed regulations 
specify that the property shall be in- 
cluded in the gross estate as if the re- 
linquishment had not occurred.” In the 
same paragraph, reference is made to 
the exercise or relinquishment of a gen- 
eral power of appointment in contem- 
plation of death which would resuit in 
the inclusion of the property to the 
extent provided in Section 2041. As 
previously indicated, the provisions deal- 
ing with transfers of jointly-held inter- 
ests in contemplation of death are in- 
cluded in the proposed regulations under 
Section 2040. 


The foregoing provisions, to the ex- 
tent that they relate to the relinquish- 
ment in contemplation of death of pow- 

(Continued on page 1102) 


18Pavenstedt, Taxation of Transfers in Contem- 
plation of Death: A Proposal for Abolition, 54 Yale 
L. J. 70, 87-88 (1944). 


18Pavenstedt, supra note 18, at 88-89. 


20162 F. 2d 1 (5th Cir. 1947). In this case the 
decedent made a gift of $40,000 to a son to provide 
additional capital for a business venture. As of 
the decedent’s death the capital investment in the 
enterprise had depreciated by 50% and it was con- 
tended that the gift in contemplation of death 
should be valued at $20,000. The court held that 
the entire $40,000 was includible saying: ‘“The evi- 
dent purpose is to make the transferred property 
cause the same tax result as if the decedent had 
kept it till he died instead of transferring it. We 
do not accede to the argument that if the trans- 
feree injures or makes way with it, it shall be 
considered that he has acted as the agent of the 
decedent, or that he may substitute it by [sic] 
other property of less value. What is to be valued 
at the time of decedent’s death is the very prop- 
erty which the decedent transferred.” Id., at 2. 


21Pavenstedt, supra note 18 at 89. 
22Proposed Reg., § 20.2035-1(b). 
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2TH Mip-ContINENT TRUST CONFERENCE 


TRUST PROGRESS AND PERSONNEL IN 
TOUCHY ECONOMIC SITUATION 


ETWEEN THE WELCOMING OF THE 

642 delegates by William Wiseman 
—as president of the Corporate Fiduci- 
aries Association of Chicago—and the 
concluding address on “Short - Term 
Trusts,” the Conference* provided sev- 
eral top-notch performances, such as 
Earl Schwalm’s inimitable selections 
from his chart-talks, the lively “debate” 
on Economic prospects and the timely 
emphasis on Personnel development. 


With our future depending so much 
on the skill of our government officials 
as well as on our material resources, it 
was of key importance to emphasize, as 
General Chester Davis did, the prime 
responsibility of business leaders to give 
time to government service. This is not 
a one-sided sacrifice, he pointed out, 
as the experience gained in dealing with 
problems on a national scale not only 
is mentally broadening but gives oppor- 
tunity for exercising and observing man- 
agerial techniques which can be invalu- 
able on return to one’s regular business. 


A most welcome note that is being 
heard more and more at trust confer- 
ences, and on travels around the coun- 
try, is the note of PROFIT as applied 
to trust operations. The poor relation 
of yesteryear, neglected or retarded or 
even castigated by a generation of non- 
trust-minded commercial bankers, has 
now come into its own inheritance, 
bringing not only its own dowry, but a 
good deal of new business to the other 
departments and retaining much that 
would otherwise drift away through 
testamentary and other channels. 


Chart Story on Trust Business 


Showing some of the numerous charts 
and graphs with which he has done so 
effective a job of informing and enter- 
taining finance forums, service and 
woman’s clubs, etc., Earl G. Schwalm. 
head of the fast-growing trust depart- 
ment of Lincoln National Bank & Trust 
Co. of Fort Wayne, gave a keenly in- 
terested audience a _ picture — literally 
and figuratively-—of the market for trust 
services and how they can be identified 


*Held in Chicago, November 15-16, under aus- 
pices of American Bankers Association Trust 
Division. 
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with the personal needs of the individ- 
ual or business. Many a small or medium 
size trust department is so, he said, be- 
cause the board of directors has not 
thought enough of it to provide an ade- 
quate budget for proper staffing or de- 
velopment, and thus these departments 
have fallen far behind the parade of 
wealth growth and dispersion. 


The first chart dramatized the length- 
ened life span but it was remarked that 
this was little consolation if it had to 
be spent in the poorhouse. “Too often 
today’s high standard of living is kept 
up at the expense of the family’s future,” 
Mr. Schwalm noted, “and spending with 
the excuse that inflation will take it 
away anyhow is a poor substitute for 
a comfortable estate.” 

Another way to be pretty sure of 
leaving a very small estate is to become 
an investment expert by reading a book 
on How To Invest, the speaker suggest- 
ed, at the same time pointing out that 
if a trust department cannot do as well 
as some of the top investment funds or 
other institutional investors, perhaps 
they should buy such management, but 
remembering how important it is to 
show up well in any declining markets. 


One of Mr. Schwalm’s most interest- 
ing charts was that showing Money At 
Work, according to which it takes sub- 
stantially more investment in bonds than 
in stocks, even at present markets—to 
provide the same income. The income 


tax problem, he remarked, points up 
the need of steady, long-range saving 
and protection of its value by wise in- 
vestment care. Fringe benefits in indus- 
try and business, are making it easier 
for many to save who otherwise could 
not, but there has been much temptation 
in earlier years to rely on such pension 
and other benefits instead of one’s own 
devices. 


Other charts showed various methods 
of distributing an estate, and the sav- 
ings of needless expense or loss that 
could be accomplished by trusts and 
other plans. In a humorous series en- 
titled “Wait until Stabilized,” Mr. 
Schwalm concluded that most people 
don’t make money because they are too 
smart—they see all the pitfalls and know 
the dangers of uncertainty. They wait 
for everything to be perfect and stable. 
The only trouble with that attitude is 
that the situation never happens, or 
would not be recognized if it did. 


The Business of Government 


As Assistant Secretary of the Army, 
Chester R. Davis gave the conferees a 
picture of government service from the 
inside, based upon his year and one 
half in Washington in administering the 
Army’s improved financial procedures. 
On leave of absence as senior vice presi- 
dent and director of the Chicago Title 
and Trust Co., Mr. Davis admitted that 
his former rather unenthusiastic apprais- 
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Earl Schwalm exhibiting one of charts accompanying his Trust Conference address. 
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Chester R. Davis, Assistant Secretary of the 
Army, and Trust Division President Thoburn 
Mills. 
al of government officials had been al- 
tered by personal contacts to a much 

higher plane. 


He cited the improved efficiency of 
Army administrative and _ procedural 
methods now in force and under his 
supervision as evidence of a more eco- 
nomical management concept spurred 
by the Hoover Commission recommend- 
ations. Not only does the Government 
need the services of competent business 
administrators who have filled key posi- 
tions in industry but the sacrifices in- 
volved are, in his opinion, helpful in 
developing flexibility in private manage- 
ment by permitting rotation of top men 
in various posts, and giving executives 
broader perspective as well as contacts. 


Mr. Davis touched only lightly on 
weapon developments for security rea- 
sons but he made it clear that the search 
for maximum effectiveness is receiving 
constant study through test of new field 
tactics and battle deployment. Present 
divisions, he said, have 80% more or- 
ganic firepower than those of World 
War II, with other weapons of greater 
power on the way. He closed with the 
renewed plea that corporations make it 
possible for their officers to serve the 
nation when requested, also with the 
hope that the Government, regardless of 
the party in office will see the wisdom 
of having these trained administrators 
in its service. 


Publie Relations Base of Trust 
Business 


In a comprehensive review, Thoburn 
Mills, president of The Trust Division, 
discussed both the need for a continu- 
ous flow of new accounts and the me- 
thods by which they could be obtained* 
Trustmen should not allow the all-time 
high amount of trust assets to blind 
them to the fact that there must be con- 
tinual replacement, that they must take 
in $2 of new business each year to gain 


$1, he told the Conference. 


See also May 1956 T&E, p. 433. 
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The growth of trust business, nation- 
ally, rests on the foundation of > good 
public relations, and this. should contin- 
ue until trust service isso universally 
understood as to: become what might 
be called a public service. If a trustman 
is genuinely interested in people and 
the community, a certain amount of 
business will come his way automatically, 
Mr. Mills, who is vice president and 
trust officer of the National City Bank, 
Cleveland, informed the group. But it 
is still true that most people have no 
familiarity with trust services and do 
not know that they have a need for 
them. As Will Rogers once said, “Every- 
body is ignorant—only on different sub- 
jects.” The speaker said he had found 
it necessary to sketch estate planning 
in the simplest terms and to present 
plans in writing in order to make the 
estate owner understand. 


Many large fortunes have been made 
in the last ten years within the frame- 
work of the present high tax structure, 
but analyses of probate court records in 
key cities disclose that corporate trus- 
tees are getting only about 25% of the 
desirable estates. 


The building of a prospect list was 
discussed by the speaker, as well as the 


part played by advertising. Tools to be 
developed for the latter, he said, are a 
master booklet describing how trust de- 
partment services benefit a family; book- 
lets for each specialized service; direct 
mail letters and folders; tax tables and 
general tax information; and constant 
reference to the need for the attorney, 
life underwriter and accountant in es- 
tate planning. Syndicated monthly - let- 
ters prepared by experts on taxes, es- 
tate planning, and related matters have 
proven to be very effective in producing 
good leads for new business. 


In the final analysis, trust services 
must be sold by person-to-person talks, 
the speaker said. This is selling ideas 
and intangibles—the hardest kind of 
selling. A tailor-made plan must be de- 
vised for each prospect. In this task 
every trust officer is a salesman, even if 
promotion is being conducted by full- 
time trust development men. 


Trust services can be sold also on a 
group basis. An illustrated talk on es- 
tate planning by one of their analysts 
has been given before luncheon clubs 
and other meetings, and has never failed 
to develop good business, Mr. Mills said. 
Furthermore, as a result of the forums 
they have conducted, various officers 
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have been invited to appear on radio 
and TV programs. 


Courting the goodwill of attorneys is 
at once the greatest challenge and the 
greatest opportunity for improved pub- 
lic relations. This can be done through 
group meetings, trust department poli- 
cies, advertising favorable to attorneys, 
distribution of complimentary copies of 
useful books and pamphlets, and main- 
tenance of a regular direct mail pro- 
gram. 


In this connection, as well as for the 
purpose of keeping up a good relation- 
ship with life underwriters, Mr. Mills 
recommended the formation of estate 
planning councils, citing the success of 
the movement in general and of Cleve- 
land in particular, which has one of the 
oldest councils. 


Downturn Around Corner? 


With thought-provoking facts and 
frank statements of a bearish tone re- 
garding the near-future economy and 
security markets, Professor V. Lewis 
Bassie of the University of Illinois gave 
some uncomfortable moments to those 
phlegmatic listeners who might wish to 
take ever-rising prosperity for granted, 
and as built-in as a staircase in a multi- 
story house. The evidence that the cycli- 
cal theory is obsolete is weak, said Prof. 
Bassie, who is Director of the Univers- 
itys Bureau of Economic & Business 
Research, and the dominant fact is that 
“we are riding the crest of a great post- 
war boom. In the past, such booms have 
always been followed by major depres- 
sions.” Dour prognostications and facts 
are rarely popular, but serve well to 
balance the over-optimistic viewer-with- 
charm. 


He felt that the backlogs of demand 
created by war had brought productive 
capacity beyond sustainable demand, 
and cited last year’s cutbacks in auto 
production, and growing availability of 
housing units and excessive inventories 
or price-cutting in such markets as home 
appliances. “It now appears that the 
best we can hope for in °57 is stability. 
. . . My view is that the (investment) 
downturn is near at hand.” . . . Prof. 
Bassie’s further prediction that it would 
be substantial was modified in the sub- 
sequent discussion period both as to in- 
tensity and duration. 


Economic In-And-Out-Look 


In the opinion of William W. Tongue, 
economist of the Jewel Tea Co., Inc.. 
the general near-term business outlook 
is predominantly bullish. Since last 


spring, adjustment in the motor car and 
textile industries has been largely com- 
pleted and the decline in housing starts, 
if any, should proceed at a less rapid 
rate than thus far this year. Business 
capital expenditures and government dis- 
bursements continue on the rise. Inven- 
tories have been rising modestly, at 
around a $2 billion per annum rate in 
the third quarter, with indications of 
further increase to support industrial 
activity. Although the latest survey of 
the University of Michigan tells a story 
of consumer caution in incurring new 
debt, buying has not been sharply cur- 
tailed and many observers express the 
opinion that attractive values will bring 
buying and a trend toward more instal- 
ment financing rather than curtailment. 
The speaker estimated an average GNP 
for first half 1957 of around $425 bil- 
lion compared with $413.8 billion in 
the 1956 third quarter. 


In appraising the longer view, Mr. 
Tongue made a detailed examination of 
the concurrent forces which would need 
to come into action to bring recurrence 
of a depression similar to that of the 
°30s and concluded that “the balance of 
probabilities weighs strongly on the side 
of avoiding anything like the kind of 
serious depression we have known in 
the past.” In addition, government pol- 
icy would operate to modify a business 
decline. Economic contractions may in- 
terrupt forward progress and, while tim- 
ing factors cannot be accurately gauged. 
the speaker found it impossible to con- 
ceive reaction continuing for a year 
without calling forth countermeasures 
which would bring reversal, probably 
not more than 18 months after its start. 


In the past 20 years, said Mr. Tongue, 
GNP increased in 16 years. Excluding 
the prosperous war years of 1941-45, the 
average increase was 9.8% against 2.2% 
average decline. His conclusion was that 
any future year has at least a three to 
one chance of rising business and that 
the rises are apt to be substantially 
larger than the declines. 


Translating his economic findings into 
investment terms, present pension levels 
will probably be inadequate by 1965 
when average personal income will be 
around one third above that of today, 
hence there is likely to be continued pre- 
ference for equities because of their in- 
dicated higher earnings. Selection of 
securities to prosper through good man- 
agement will become more necessary) 
than sensing broad market moves, also. 
Abandonment of fixed income media is 


(Continued on page 1152) 


TRUSTS AND ESTATES 








[ss OSS Oe ee et 


+, we UCR” Ue Me 


to 








“Good citizen’ bonds 


that give you 
tax-free income* 








The bonds that help our communities 
and nation grow also offer banks a prof- 
itable investment opportunity. 


It is an opportunity to put money to 
work for “‘good citizen’”’ projects that 
benefit everybody—and, at the same 
time, earn tax-free income. 


We have been buying and selling 
municipal bonds for over 70 years— 
almost ten billion dollars’ worth. As a 


HARRIS Trust @= 


result, our Investment Department has 
an insight, broad and deep, into the 
investment quality and tax advantages 
these bonds give your bank. 


Our correspondents also have found 
that a periodic portfolio review by our 
team of investment specialists can be 
unusually helpful in keeping a portfolio 
in proper balance. 


Would you like to know more about 
the advantages to your bank in the 
judicious use of municipals? Our In- 
vestment Department is at your service! 
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LIFE INSURANCE AND ANNUITIES 


In Profit Sharing Trusts 


JAMES B. ZISCHKE 


Profit Sharing Consultant, Chicago and San Francisco 


EITHER INSURANCE NOR ACTUARIAL 
N principles play more than a subsid- 
iary role in the field of deferred profit 
sharing. The profit sharing approach 
does not require a fixed dollar return; 
and, in most plans, distributions from 
participants’ accounts are not based on 
the annuity principle. 


Consequently, except in what might 
be termed “special situations,” there has 
not been, and probably will not be, a 
widespread use of profit sharing funds 
to buy either life insurance or annuity 
contracts. 


On the other hand, there are areas in 
the profit sharing field in which such 
contracts can perform a useful function 
and to which they are definitely applic- 
able. While these areas may not be 
extensive, they are important, particu- 
larly in light of the tremendous growth 
in the number of deferred profit shar- 
ing programs, and the increasing tend- 
ency for many employers, in lieu of 
formal pensions, to use the profit shar- 
ing approach to retirement planning. As 
a result, there is a growing necessity 
for trust officers, consultants, and in- 
surance advisors to be familiar with the 
uses that can be made of both insurance 
and annuity contracts in profit sharing 
trusts. 


Summary of Uses 


The main purposes for which insur- 
ance and annuities have been used in 
deferred profit sharing plans can be 
summarized as follows: 


To Increase Participants’ Death Bene- 
fits—Most plans provide, in case of the 
employee’s death, for payment of his 
full trust account to his beneficiary. 
However, this amount will rarely be 
substantial until a plan has been in op- 
eration for some years or until rather 
late in the employee’s working lifetime. 
This, of course, is in reverse order to 
the needs of most employees for death 
benefit coverage. Some plans, therefore, 
to achieve a better balance in the amount 
of this death benefit, purchase life in- 
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A graduate of Yale, who subsequent to 
the war received both his M.A. and Ph.D. 
degrees from Stanford University, Mr. 
Zischke has, since 1951, specialized in Profit 
Sharing work, both 
in the Midwest, 
where he is a special 
consultant for Todd 
& Zischke Services 
Incorporated, of Chi- 
cago, and on_ the 
Pacific Coast, where 
he is Vice President 
' of the Herman A. 
Zischke Organization, Incorporated, of San 
Francisco. During the past several years he 
has written extensively and lectured on vari- 
ous aspects of his specialty. The present arti- 
cle is based on a talk given earlier this year 
by Mr. Zischke before the Life Insurance 
and Trust Council of Los Angeles. 








surance contracts with a portion of the 
employee’s annual profit sharing allo- 
cation. In this way, plans can anticipate, 
by as much as fifteen years, the estate 
value of an employee’s profit sharing 
account—at the price, of course, of de- 
creasing its ultimate survival value by 
the cost of the insurance protection. 


To Distribute Participants’ Accounts 
as a Lifetime Income—Purchase of an 
annuity contract is the only way in 
which the principal amount of a partici- 
pant’s profit sharing account can be dis- 
tributed to him as a guaranteed, fixed, 
lifetime income in the manner of a true 
pension plan. As a result, the majority 
of deferred profit sharing plans provide, 
as an optional mode of settlement at 
retirement, that trustees can purchase 
annuities with part or all of a partici- 
pant’s account. 


Some plans, particularly those where 
the emphasis is on retirement benefits, 
go further and provide during the ac- 
cumulation period for the purchase, with 
a portion of each year’s profit sharing 
allocation, of annual increments of de- 
ferred annuity. 


Other plans combine the annuity dis- 
tribution purpose with the objective of 
increasing pre-retirement death benefits 
by similarly purchasing, during the ac- 


cumulation period, retirement income, 
endowment, or ordinary life contracts 
which contain provisions for guaran- 
teed conversion to retirement annuities 
(usually, this ordinary life conversion 
guarantee is limited to from $10 to $20 
monthly of annuity for each $1,000 oi 
the contract’s face amount). 


The present trend, where it is desired 
to combine both an annuity and death 
benefit objective, is toward the use of 
these last mentioned convertible ordi- 
nary or whole life contracts rather than 
the more conventional retirement in- 
come type contracts. Among the advan- 
tages claimed for ordinary life are that 
this type of contract, among the vari- 
ous forms of permanent insurance, pro- 
vides the largest death benefit per pre- 
mium dollar, ties up the smallest amount 
of trust money in contract reserves 
(which are, in effect, the equivalent of 
investing in fixed dollar obligations), 
and furnishes, through the conversion 
option, a guarantee at today’s rates of 
the eventual annuity purchase cost. 


In most plans, which provide for cur- 
rent purchases of deferred annuities (or 
of annuities with insurance), the amount 
expended for such contracts is usually 
less than one-third of the amount allo- 
cated to a participant’s account, the re- 
mainder being otherwise invested. The 
underlying objective in such a “split” 
between annuities and perhaps, say, 
common stocks, is often to create, under 
a single trust instrument, what amounts 
to a combination of a basic money pur- 
chase insured pension plan with a sup- 
plementary profit sharing program. 


As A Medium for Distribution of De- 
ferred Accounts—Under most plans sit- 
uations will occasionally arise where, 
for one reason or another, it is desir- 
able to defer payment to a terminating 
participant of all or part of his vested 
account in the profit sharing trust. These 
deferred accounts, some of which may 
not be payable for a considerable num- 
ber of years (particularly if they are 
being deferred for payment as a partial 
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pension at what would have been the 
employee’s normal retirement age), can 
be a considerable nuisance to trustees 
and plan administrators. If kept in trust, 
either as part of the fund or on a segre- 
gated basis, they must be accounted for 
annually and credited with any earn- 
ings that may have accumulated. In 
addition, they pose the problem of keep- 
ing track of the terminated participant. 


As a result, plan administrators often 
find it simpler, when faced with such 
a situation, to apply the deferred ac- 
count to the purchase of an annuity 
contract containing the desired deferred 
payment restrictions. The contract can 
then be transferred to the terminating 
participant, and both the trust and the 
employer can clear their books immedi- 
ately of further responsibility to the 
former employee. 


To Provide Health and Accident In- 
surance Benefits — Very occasionally, 
plans have used a part of an employee’s 
account to purchase health and accident 
insurance coverages. Such use of funds 
allocated to a participant to provide for 
him or his family “incidental . . . acci- 
dent or health insurance” is specifically 
described by the new profit sharing 
Regulations. 


What the new Regulations mean by 
the use of the qualification “incidental” 
in respect to such purchases is not clear 
as yet. However, there would seem to 
be no particular advantages in having 
the employee’s health and accident cov- 
erages bought by a trust, since, under 
the 1954 Code, employers can receive 
a current deduction for such purchases 
without their premium cost being tax- 
able to the employee, and, if desired, 
the cost of such insurance can be offset 
against an employer’s contributions to 
a profit sharing plan (in effect, making 
the employee’s insurance benefit depend- 
ent on profits in essentially the same 
manner as it would be if bought as part 
of the profit sharing trust itself). 


As a Medium for Plan Investments— 
Under some profit sharing plans, annu- 
ity contracts are purchased as an invest- 
ment medium for the funds of the trust. 


An investment element is, of course, 
present in the purchase of any perma- 
nent life insurance or annuity contract 
for death benefit or pension purposes; 
and, to that extent, any purchase of 
such contracts may be considered an in- 
vestment of plan funds. 


However, when contracts are bought 
as a “pure” investment for trust funds, 
they are usually on a deposit administra- 
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tion basis. The insurance company re- 
ceives as “premiums” each year only 
such percentage of the amount contribu- 
ted to the plan as the employer or trus- 
tee may elect to pay. Under such circum- 
stances, the insurance contract can be 
used for that portion of the trust port- 
folio which might normally be placed 
each year in fixed dollar obligations. 


Use of insurance contracts in this 
manner is a relatively new development. 
The arguments advanced for it by in- 
surance companies are very similar to 
the reasons put forth to support so- 
called “split funding” for pension plans: 
namely, the contention that insurance 


companies can earn a higher rate of 
return and provide greater diversifica- 
tion, security and liquidity for the fixed 
income portion of a trust portfolio than 
can most trustees. 


Such contracts, to maintain their legal 
status as insurance policies, generally 
contain provisions for the eventual pur- 
chase of annuities with the funds de- 
posited. However, in their most flexible 
form, these “investment” contracts will 
provide that annuity purchases are not 
mandatory with respect to retiring par- 
ticipants, and that part or all of the 
amount on deposit with the insurance 


companv may be withdrawn at any 












WEST’S FIRST AIR 
MAIL LAUNCHED 


On April 17, 1926, the first load of 
air mail from the West was put 
aboard a plane in Los Angeles for 
delivery to Salt Lake City by West- 
ern Air Express. The aircraft was a 
biplane with a 12-cylinder Liberty 
engine. Thus began a new era in the 
history of U.S. mail transportation. 


Inauguration of western air mail 
service came just 23 years after this 
Bank had established its Trust De- 
partment...a service Southern 
Californians have enjoyed increas- 
ingly ever since. 
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time (usually with payment of a ser- 
vice charge, if the contract has provided 
for the insurance company’s crediting 
the account during previous years with 
the full net rate of return earned on 
its own investments). 


To Buy “Key Man” Insurance—Some 
plans have invested part of their funds 
in the purchase of life insurance con- 
tracts on the lives of “key” employees, 
whose efforts were felt to contribute 
materially to the profits of the business. 
The proceeds of such policies are pay- 
able to the trustees in the event of death 
and are usually allocable among remain- 
ing participants at such times (to the 
extent the proceeds exceed cash value) 
in the same manner as investment earn- 
ings. 

The idea behind such purchases has 
been to compensate remaining partici- 
pants for the anticipated loss of contri- 
butions which it is assumed will result 
from a lowering of profits occasioned 
by the death of the “key man.” 


To Buy “Stock Purchase” Insurance 
—A few profit sharing plans have as 
an objective the purchase of all or a 
part of the establishing company’s stock, 
as it may become available—often, of 
course, at the death of a substantial 
stockholder. In order to have funds 
available to make such purchases and 
to avoid having to keep sizeable por- 
tions of the plan’s investment portfolio 
relatively liquid in anticipation of the 
stockholder’s death, trusts will occasion- 
ally buy insurance on the life of the 
stockholder, with the proceeds in event 
of death, payable to the trust. 


Special Considerations 


The main purposes served by the use 
of insurance company contracts in pro- 
fit sharing trusts have been summarized 
briefly in the foregoing paragraphs. Be- 
fore determining, however, to use such 
contracts in any particular profit shar- 
ing trust, there are certain special fac- 
tors and requirements which should be 
noted and considered. The most import- 
ant of these are reviewed in the suc- 
ceeding paragraphs. 


Treasury Requirements — Outside of 
the general rules applicable to any use 
of insurance company contracts in qual- 
ified plans, there are two special Treas- 
ury requirements relating specifically to 
the use of such contracts in deferred 
profit sharing trusts. 


The first of these requirements is 
known as the “earmarked investment 
rule” and provides that, where life in- 
surance or annuity contracts are pur- 


chased for individual participants’ ac- 
counts (as differentiated from their pur- 
chase as an investment or for the bene- 
fit of a trust as a whole), they must 
either be purchased proportionately for 
each participant’s account or, alterna- 
tively, each participant must be given the 
right to direct the trustee as to how 
much of his account shall be used for 
insurance or annuity premiums (see 


Part 5(q), Revenue Ruling 33). 


The second special Treasury require- 
ment (Revenue Ruling 54-51) provides, 
in effect, that if ordinary or whole life 
insurance contracts are bought for a 
participant’s benefit out of his trust ac- 
count, no more than 50% of the partici- 
pant’s aggregate allocations can be used 
to pay premiums and, in addition, the 
insurance contracts must be convertible 
and converted by the trustee, at or be- 
fore retirement, to an annuity pension 
(the conversion to be made with funds 
otherwise invested for the participant’s 
account). 


Since this latter conversion require- 
ment introduces into a plan an obliga- 
tion to distribute all or part of the par- 
ticipant’s account as an annuity (which, 
of course, may not be desirable, in many 
cases), most plans will probably be well 
advised to restrict any premium pay- 
ments for ordinary life policies to funds 
which have been in a participant’s ac- 
count more than two years (thus quali- 
fying the purchase as a distribution 
after “a fixed number of years,” in ac- 
cordance with Revenue Ruling 54-231, 
and one not presumably subject to the 
conversion requirement of Revenue Rul- 
ing 54-51). Or, if the plan is contribu- 
tory, a part or all of the employee’s 
contributions might be applied to the 
purchase of the life insurance policy, 
which, again, would apparently exempt 
the trustee from this Revenue Ruling 
04-51 conversion requirement. 


Tax Considerations in Purchase oj 
Life Insurance—The question of pur- 
chasing life insurance for a participant’s 
account involves several special tax 
considerations. Depending on _ one’s 
viewpoint, these considerations can re- 
sult in either a disadvantage or advan- 
tage, taxwise. 


The “disadvantage” stems from the 
fact that current insurance protection 
provided an employee under a life con- 
tract, held by a profit sharing trust, is 
considered to be a current distribution 
to him and, therefore, to the extent of 
its net term premium value, taxable to 
him, as income each year. However, if 

(Continued on page 1158) 
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Postrive Approach To Snort-TERM TRUSTS | 


Permissible Powers Classified 


DANIEL M. SCHUYLER 


Schuyler, Richert & Stough, Chicago; Professor of Law, Northwestern University 


DO NOT SHARE THE VIEW, HELD BY 
l a number of able members of the 
legal profession, that the use of the 
device of so-called “short-term” trusts as 
an estate planning tool is limited and 
that the complexities of the pertinent 
sections of the Internal Revenue Code 
are such as to restrict even this limited 
use to the point of impracticability. All 
of the tax law is complicated and the 
trust officer or the lawyer who is de- 
termined to accentuate the negative in 
his approach to legitimate tax-saving 
methods is likely to find his clients seek- 
ing the advice of others. 


This type of trust lends itself more 
readily to the stewardship of an indi- 
vidual trustee or trustees. However, 
there are instances where the services 
of a corporate trustee, as trustee or Cco- 
trustee, may be valuable or even indis- 
pensable. Beyond this, how better secure 
the confidence of your customer than by 
showing him an avenue by which he 
may (with proper legal advice of 
course) escape the ravages of the fed- 
eral income tax as it affects the high- 
bracket taxpayer? 


Uses of Short-Term Trusts 


Education of children and grandchil- 
dren. If G is a highly paid executive 


Excerpts from 43-page address at Mid-Continent 
Trust Conference, Nov. 16, 1956. In the portions 
not reproduced here, Mr. Schuyler outlined the 
nature and basic prerequisites of a short-term 
trust, defined the terms involved therein, and illus- 
trated some of the permissible powers from the 
classification appended to his paper and printed 
here. The speaker cited the following articles 
which have already appeared on the subject: 


A. James Casner, Internal Revenue Code of 
1954: Estate Planning. 68 Harvard Law Review 
(Dec. 1954), p. 222; John W. Ervin, Income, Es- 
tate and Gift Tax Problems in Planning Family 
Trusts under the 1954 Internal Revenue Code, 29 
Southern California Law Review (Dec. 1955), p. 1; 
Neil C. Kimmons, Tax Savings under the Revenue 
Code of 1954 — Some Points to Consider When 
Using the Short Term Trust, 44 Illinois Bar Jour- 
nal (March 1956), p. 520; B. H. Kuhns, Trusts 
Under the New Code, 34 Nebraska Law Review 
(March 1955), p. 472; W. Gibbs McKenney, Pit- 
falls in Drafting Short-Term Trusts, TrRusTS AND 
EstTaTEs, Oct. 1955, p. 810; William E. Murray, 
Short-Term Trusts, TRUSTS AND ESTATES, Dec. 
1954, p. 1078; W. D. Nance, Taxation of Trust In- 
come to Grantors and Others as Substantial Own- 
ers of the Property, 33 Taxes (Dec. 1955), p. SU: 
Henry Cassorte Smith, Short Term and Controlled 
Trusts, TRUSTS AND ESTATES, July 1956, p. 608. 
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and has investment income of his own 
and has children or grandchildren that 
he anticipates sending to college ten or 
more years hence, he may achieve sub- 
stantial income tax savings by a short- 
term trust. If his income tax bracket is 
60% (there isn’t any such bracket but 
it’s easier to use than 59% or 62%) 
and he creates a trust with a $2,000 
annual income the trust will pay out 
about $4,000 in taxes in 10 years. It 
will accumulate about $16,000 which 
ought to pay for the college education 
of a child or grandchild. In the same 
period G could accumulate only $8,000 
out of the same $2,000 per year if he 
created no trust. Eight thousand dollars 
is thus saved. 


Caveats: 


(a) What gift taxes would be in- 
volved? 


(b) Can G safely fund this trust 
from the point of view of his own 
security if he gets sick? 


(c) Since the reversionary interest 
in the corpus will be included in G’s 
estate for federal estate tax purposes, 
is he creating a federal estate tax 
problem for himself? 


(d) Is a college education part of a 
legal obligation to support a minor 
beneficiary which in turn would cre- 
ate income tax problems for the bene- 
fit of the parent (who might be G or 
G’s son) of the beneficiary? 


Support of aged dependents. If G is 
in a 60% bracket and is giving his 
mother-in-law $2,000 a year, it is cost- 
ing him $5,000 a year to do it. If he 
creates a short-term trust for her she will 
retain $2,000 per year from an annual 
income of about $2,200 (or even less 
if she is blind). G keeps the difference, 
$2,800 less a tax of $1,480 on it. He 
saves $1,120 a year, and he can get the 
corpus of the trust back when his 
mother-in-law dies. He may not even 
have to wait ten years. 


Large charitable gifts. A married tax- 
payer having an adjusted gross income 
of $100,000 a year and taxable income 
of $88,000 would pay about $45,000 in 


income taxes. If he gave 30% of his 
adjusted gross income to charity, his 
$30,000 gift would cost him $10,200 a 
year. In five years he could give $150.- 
000 to his favorite church, hospital, or 
educational institution at a net cost of 
around $51,000, not taking into account 
loss of income from securities given 
away. If the same taxpayer created a 
short-term trust, the income from which 
was $50,000, he could give his favorite 
charity $150,000 in three years. The 
net annual cost of the charitable gift to 
the taxpayer would be $15,760 and his 
total cost would be $47,280. 


The net saving of $3,720 isn’t enough 
to get excited about because we haven’t 
taken account of lawyer’s and trustee’s 
fees, stamp taxes, and other expenses of 
creating and terminating the trust. But 
the taxpayer has done in three years 
what would otherwise have taken five. 
This might be important to him especi- 
ally if he were old and wanted to see 
the fruits of his bounty. Far more spec- 
tacular results can be achieved in higher 
tax brackets—except of course most of 
us don’t have many clients with that 
kind of money. 


Accumulations for spouses. Literally 
read, the Code would permit a grantor 
to create a short-term trust of which 
his spouse was the principal benefici- 
ary. If we assume figures similar to 
those under the example given in re- 
spect to trusts for the education of chil- 
dren and grandchildren, it readily will 
be seen that $16,000 could be accumu- 
lated over a period of ten years, to be 
paid to the grantor’s wife at the end 
of the trust, at a net cost of about $8,000 
(plus gift taxes, if any) to the grantor. 


There are many competent lawyers 
who feel that this will work. Personally, 
I have reservations about it, because of 
the possibility that the income will be 
regarded as being “accumulated for 
future distribution to the grantor” even 
though the spouse is the one to whom 
the accumulated income is ultimately 
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to be paid. The concept of two spouses 
as one person may be adjured by femin- 
ists, but it seems likely to be espoused 
by the Internal Revenue Service.* Even 
if, in the case supposed, it does not re- 
sult in untoward tax consequences under 
the law as it is, a grantor may find to 
his sorrow that an amendment of re- 
troactive application has caused him to 
be greeted some fine April morning with 
a tax bill of unexpected proportions. 


Permissible Powers 


If ever a statute proved the truth of 
the maxim “exceptio probat legem” (the 
exception proves the rule), that truth 
is proved by the Code provisions relat- 
ing to the powers which may be held 
by the grantor or others in connection 
with a short-term trust. For here, not 
only does the exceptio prove the legem; 
nay even the exception to the exception 
to the exception is the rule. 


For instance, the grantor is treated 
as the owner of any portion of the trust 
property in respect of which the bene- 
ficial enjoyment of the income is sub- 
ject to a power of disposition exercis- 
able, except if the power may be ex- 

*See, e.g., Reg., Sec. 1.662(a)-4; and see also 
W. H. Pedrick, Familial Obligations and Federal 


Taxation: A Modest Suggestion, 51 Northwestern 
University Law Review (March-April 1956), p. 53. 


ercised only with the approval of an 
adverse party, or except if it is a power 
exercisable only by will, except that this 
exception is not an exception to the 
extent that such a power exists over in- 
come accumulated or which may be ac- 
cumulated for future disposition by the 
grantor, except if such an accumulation 
can only be made with the consent of 
an adverse party. Here the negative be- 
comes the positive if four exceptions 
negative the negative. 


I question this type of drafting tech- 
nique. True, a statute containing so 
many prohibitory rules and designed as 
it was to cover so much must necessarily 
resort to exceptions, but I believe a 
more affirmative approach would have 
been feasible and far more understand- 
able even if a longer document would 
have resulted. With this in view I have 
attempted to list in the Appendix affirm- 
atively the various powers which may 
be held by the grantor and others over 
so-called “grantor” trusts which of 
course include short-term trusts. The 
classifications adopted range from pow- 
ers which the grantor himself may ex- 
ercise without the concurrence of any- 
one to powers which only an adverse 
party may exercise. It is hoped that this 
method of classifying powers may be 


of some assistance as a check list to 
those called upon to draft or critically 
examine short-term trusts. 


Altogether at least 26 different pow- 
ers may be exercised over short-term 
trusts without jeopardizing the grantor’s 
freedom from tax on the income from 
the trust. Actually, there are in a sense 
many more permissible powers, for 
every power that can be exercised by 
persons falling in group I, excepting 
those which the grantor is expressly 
forbidden to exercise in an individual 
capacity, can be exercised by all of the 
persons falling in groups II through IX. 
For example, it goes without saying that 
an adverse party can exercise all of the 
powers which the grantor himself may 
exercise. 


These powers give a measure of flex- 
ibility to the short-term trust which 
greatly enhances its utility as an estate 
planning tool. This is the positive side 
of the picture. Negatively speaking these 
powers also impose limitations. 


It is not clear to me that the limits 
sought to be imposed on grantors are 
all reasonable nor that some others 
should not have been imposed. For in- 
stance, if a grantor has irrevocably 
parted with the income from a trust 
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which is payable to his nephews and 
nieces why should he be taxable on it 
merely because he can apportion it 
among them? On the other hand, I 
doubt that a grantor should under any 
circumstances be allowed to borrow 
from a trust without adequate interest 
or adequate security. 


It should also be observed that these 


powers have been considered only from, 


the point of view of their income tax 
effect on the grantor of a short-term 
trust. Their gift and estate tax effects. 
as well as their income tax effect on 
others, may be substantial and must be 
weighed in determining whether a trust 
should contain a given power, whether 
permissible or not. 


Capital Gains 


One somberly negative side of the 
short-term trust is the capital gain prob- 
lem. 

If G creates a short-term trust which 
successfully takes all of its income out 
of G’s own, he will nevertheless be tax- 
able on all capital gains realized by the 
trust during its continuance if these are 
to be added to corpus as they normally 
would be. They will be income accumu- 
lated for future distribution to the 
grantor unless they may be added to 
corpus only with the consent of an ad- 
verse party. Hence if 7 sells securities 
in the third year of the trust at a profit 
of $10,000, G may have to pay in that 
year a capital gains tax of $2,500. 

Can this consequence be avoided? If 


capital gains are currently distributable 
to the grantor the entire status of the 


trust, income-taxwise, may be jeopar- 
dized. If they are currently distributable 
to the beneficiary, what is the gift tax 
effect when the trust is created? Nor- 
mally you measure the value of the gift 
by the present value of the income given. 
How do you measure it if you give fu- 
ture gains away too? Is the gift tax on 
these deferred until they are realized? 
If you permit the accumulation of capi- 
tal gains only with the consent of an 
adverse party, are similar gift tax ques- 
tions involved? 


Most if not all of these questions 
cannot be definitively answered. Until 
they can be, probably it is best to allow 
capital gains to be added to corpus for 
future distribution to the grantor. To 
avoid subjecting him to untoward capi- 
tal gains taxes the trust should be fund- 
ed, if possible, with securities which are 
unlikely to be sold. Also, securities hav- 
ing a high basis should be selected, for 
the securities will of course retain the 
grantor’s basis for determining gain or 
loss. In addition, the grantor will want 
to be sure that he retains enough assets 
to enable him to pay the tax on any 
capital gains that may be realized. 


Avoid Abuse 


It may be said in conclusion that the 
leverage toward truly spectacular tax 
savings engendered by sharply gradu- 
ated income tax rates may not be fully 
appreciated even by trustmen and law- 
yers. Moreover, to the lower bracket 
taxpayer, modest savings may be of 
even more practical importance than 
more grandiose ones to the very wealthy. 
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Because short-term trusts are com- 
plex their potential is not yet completely 
comprehended. They do, however, offer 
a very practical way of saving tax money 
for educational and charitable purposes 
and for supporting aged dependents. 
And while it is true that, if broad pow- 
ers are to be reserved to the grantor 
or others, the short-term trust must be 
drafted with scrupulous care and each 
reserved power must be tested for its 
income, estate, and gift tax conse- 
quences, it is equally true that a grantor 
who is not insistent on extensive con- 
trols can have an effective short-term 
trust which is quite simple in character. 


As in the past, lawyers and grantors 
who seek to skirt the verges of the law 
in drafting these trusts will court dis- 
aster not only for their clients but in 
terms of future legislation. It is prob- 
ably safe to say that the political climate 
of the country will not forever be as 
friendly to the taxpayer as it is today. 
If the short-term trust is abused under 
the present law, it may be far more 
severely restricted if not eliminated as 
a tax saving device by some future ad- 
ministration. On the other hand, if the 
use of the short-term trust is legitim- 
ately counseled it can and will make 
friends for lawyer and trust officer alike. 


APPENDIX 


CLASSIFICATION OF POWERS 
WHICH MAY BE HELD BY 
GRANTORS AND OTHERS 

WITHOUT SUBJECTING 

GRANTOR TO TAX ON TRUST 

INCOME 


I. POWERS WHICH ANYONE 
INCLUDING GRANTOR MAY 
EXERCISE 


1. to affect beneficial enjoyment of 
income (including capital gains) for 
a period commencing after the permiss- 
ible trust period. N.B. Power must be 
relinquished after expiration of per- 
missible period. 


2. to exercise a testamentary power 
of appointment over the corpus of the 
trust, excluding income and _ capital 
gains accumulated or which may be 
accumulated, without the consent of an 
adverse party, for disposition pursuant 
to the exercise of the power. 


3. to choose between charitable bene- 
ficiaries or to affect the manner of their 
enjoyment of a beneficial interest, pro- 
vided the charitable beneficiaries qualify 
under Sec. 170(c). 


4. to distribute corpus: 
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(a) to any beneficiary or class of 
beneficiaries if the power is limited 
by a reasonably definite standard 
(which does not have to consist of 
the needs and circumstances of the 
beneficiary) set forth in the trust in- 
strument, and 


(b) to any current income benefici- 
ary, even though no standard is fixed, 
if the distribution is chargeable 
against the share of corpus held for 
the payment of income to the benefi- 
ciary; 

PROVIDED that no one (except in the 
exercise of a permitted testamentary 
power or a beneficiary by substitution 
of another to succeed to his interest) 
may have a power to add anyone ex- 
cept after-born and after-adopted chil- 
dren* as a beneficiary of the trust. 


5. to distribute or accumulate income 
to or for the benefit of any current in- 
come beneficiary if: 


(a) the accumulated income must 


ultimately be payable to: 


1. the beneficiary from whom the 
income has been withheld, 


2. the estate of such beneficiary, 


3. appointees under a power of ap- 
pointment exercisable by such bene- 
ficiary in favor of anyone or in favor 
of anyone except himself, his estate 
or his creditors, 


4. persons (possibly including the 
grantor or his estate) named to take 
in default of the exercise of a power 
of appointment such as that described 
in (38) above, 


5. appointees under a general or 
special power of appointment of such 
beneficiary if he is given such a power 
of appointment in case he does not 
survive a date of distribution which 
could reasonably have been expected 
to occur during his lifetime, 


6. persons (possibly including the 
grantor or his estate) named to take 
in default of the exercise of a power 
of appointment such as that described 
in (5) above, or 


7. persons (other than the grantor 
or his estate) designated to take irre- 
vocably specified shares if such bene- 
ficiary, having no power of appoint- 
ment, does not survive a date of dis- 
tribution which could reasonably have 
been expected to occur during his life- 
time; or 


(b) on termination of the trust, or in 
conjunction with a distribution of cor- 
pus which is augmented by accumulated 
income, the accumulated income must 
ultimately be payable to: 


1. the current income beneficiaries 


*Neither the Code nor the Regulations define 
whose children are meant. I should think that a 
child would qualify if, and perhaps only if, he 
were a member of a group of beneficiaries already 
designated to take as a Class, e.g. “the children of 
my son.” 
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in shares which have been irrevocably 
specified in the trust instrument, 


2. the appointees under a general 
or special power of appointment of 
any deceased beneficiary who is given 
such a power of appointment over 
his share in case he does not survive 
a date of distribution which could 
reasonably have been expected to oc- 
cur during his lifetime, 

3. persons (possibly including the 
grantor or his estate) named to take 
in default of the exercise of a power 
of appointment such as that described 
in (2) above, or 

4. persons (other than the grantor 
or his estate) designated to take ir- 
revocably specified shares if a bene- 
ficiary, having no power of appoint- 
ment, does not survive a date of dis- 
tribution which could reasonably have 
been expected to occur during his life- 
time; or 


(c) the power is exercisable, without 
regard for the ultimate destination of 
income accumulated pursuant to its ex- 
ercise, only during: 


1. the existence of a legal disability 
of any current income beneficiary, or 

2. the period during which any in- 
come beneficiary shall be under the 
age of 21 years, 


PROVIDED that no one (except in the ex- 
ercise of a permitted testamentary 
power or a beneficiary by substitution 
of another to succeed to his interest) 
may have a power to add anyone except 
after-born and after-adopted children 
as a beneficiary of the trust. 


6. to allocate receipts and disburse- 
ments as between corpus and income, 
even though expressed in broad langu- 
age. 


7. to revest in the grantor all or any 
portion of the corpus of the trust after 
the expiration of the permissible trust 
period. V.B. Power must be relinquished 
after expiration of permissible period. 


8. to distribute to the grantor, to hold 
or accumulate for future distribution to 
him or to apply to the payment of pre- 
miums of policies of insurance on his 
life, the income from the trust received 
after the expiration of the permissible 
trust period. V. B. Power must be relin- 
quished after expiration of permissible 
period. 


II. POWERS WHICH ANYONE 
INCLUDING GRANTOR MAY 
EXERCISE IN FIDUCIARY CAPACITY 
OR WITH CONSENT OF PERSON IN 
FIDUCIARY CAPACITY 


1. to vote or direct the voting of 
stock or other securities of a corporation 
in which the holdings of the grantor and 
the trust are or are not significant from 
the viewpoint of control. 


2. to control the investment of the 
trust funds either by directing invest- 
ment or reinvestments, or by vetoing 
proposed investments or reinvestments, 
even though the trust funds consist of 
stocks or securities of corporations in 
which the holdings of the grantor and 
the trust are significant from the view- 
point of voting control. 


3. to reacquire the trust corpus by 
substituting other property of an equiv- 
alent value. 


Ill. POWERS WHICH ANYONE, 
INCLUDING GRANTOR AS TRUSTEE 
OR CO-TRUSTEE, MAY EXERCISE 
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1. to apply or distribute income for 
the support or maintenance of a benefi- 
ciary whom the grantor is legally obliga- 
ted to support if the income is not in 
fact so applied or distributed. 


IV. POWERS WHICH ANYONE, 
INCLUDING GRANTOR, MAY 
EXERCISE WITH CONSENT OF 
ADVERSE PARTY 


1. to accumulate income and capital 
gains from a trust over the corpus of 
which the grantor has a testamentary 
power of appointment. 


2. to permit the grantor or any person 
to purchase, exchange or otherwise deal 
with or dispose of the corpus of the 
trust or its income for less than an 
adequate consideration. 


3. to revest in the grantor any portion 
of the corpus of the trust. 


4. to distribute the income from the 
trust to the grantor or to discharge any 
legal obligation of his. 


5. to hold or accumulate the income 
from the trust for future disposition to 
the grantor or to discharge any legal 
obligation of his. 


6. to apply the income from the trust 
to the payment of premiums on policies 
of insurance on the grantor’s life. 


V. POWERS WHICH ANYONE 
EXCEPT GRANTOR MAY EXERCISE 


1. to exercise a testamentary power 
of appointment over the corpus of the 
trust including income and capital gains 
accumulated or which may be accumu- 
lated with or without the consent of an 
adverse party. 











2. as trustee, to make loans under a 
general lending power, without regard 
to interest or security, to any person 
including the grantor. 


VI. POWERS WHICH ANY TRUSTEES 
EXCEPT GRANTOR OR SPOUSE 
MAY EXERCISE 


1. to distribute, apportion, or ac- 
cumulate, without the approval or con- 
sent of any other person, income to or 
for a beneficiary or beneficiaries, or to, 
for or within a class of beneficiaries, 
without regard for the ultimate destina- 
tion of income accumulated; provided 
that (1) the power is limited by a 
reasonably definite standard (which 
does not have to consist of the needs 
and circumstances of the beneficiary) 
set forth in the trust instrument, (2) 
no one (except in the exercise of a 
permitted testamentary power or a bene- 
ficiary by substitution of another to 
succeed to his interest) has a power 
to add anyone except after-born and 
after-adopted children as a beneficiary 
of the trust, and (3) the grantor can- 
not without cause remove a trustee and 
substitute another including himself. 


VII. POWERS WHICH TRUSTEES, AT 
LEAST HALF OF WHOM ARE 
INDEPENDENT, AND NONE OF 

WHOM iS THE GRANTOR, 
MAY EXERCISE 


1. to distribute, apportion or accumu- 
late without the approval or consent of 
any other person, income to or for a 
beneficiary or beneficiaries, or to, for 
or within a class of beneficiaries if: 
(1) no one (except in the exercise of 
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a permitted testamentary power or a 
beneficiary by substitution of another to 
succeed to his interest) has a power to 
add anyone except after-born and after- 
adopted children as a beneficiary of the 
trust, and (2) the grantor cannot with- 
out cause remove an independent trus- 


tee and substitute another including 
himself. 


2. to pay out, without the approval 
or consent of any other person, corpus 
to or for a beneficiary or beneficiaries 
(whether or not income beneficiaries) 
if: (1) no one (except in the exercise 
of a permitted testamentary power or a 
beneficiary by substitution of another 
to succeed to his interest) has a power 
to add anyone except after-born and 
after-adopted children as a beneficiary 
of the trust, and (2) the grantor can- 
not without cause remove an independ. 
ent trustee and substitute another includ- 
ing himself. 


VIII. POWERS WHICH MAY BE 
EXERCISED ONLY BY 
INDEPENDENT TRUSTEE OR 
TRUSTEES 


1. out of the corpus of the trust or 
its income, to make loans to the grantor 
which provide for adequate interest and 
security and which need not be repaid 
before the beginning of the taxable year, 
even though the failure of the grantor 
to repay any loan (including interest) 
by such time would cause a portion of 
the trust income to be taxable to him 
had the loan not been made by an in- 
dependent trustee or trustees. 


IX. POWERS WHICH MAY BE 
EXERCISED ONLY BY 
ADVERSE PARTY 


1. to permit the grantor to borrow the 
corpus of the trust or its income, direct- 
ly or indirectly, without adequate inter- 
est or without adequate security. 


1: a 
Sets Up LAND TITLE TRUST DIVISION 


Coincident with celebration of its 10th 
anniversary, Central Bank & Trust Com- 
pany of Miami announced the establish- 
ment of a new division of the Trust De- 
partment devoted exclusively to handling 
of Land Title Trusts. This is a new con- 
cept of the ownership of real estate in 
Florida, President Stanley Wolff pointed 
out, adding that the Trust Department 
is now headed by Oscar S. Caplan, who 
is an expert in Land Trusts and a retired 
judge of the Probate Court of Chicago. 
The Trust Company has made available 
to all members of the Florida Bar As- 
sociation, a treatise entitled, “Features 
and Legal Aspects of Land Title Trusts.” 
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A COMPOSITE TRUSI 
' for Separate Employee Katirement Pp a 


EDWARD F. MEYERS 





Vice President & Trust Officer, Union Bank of Commerce, Cleveland 


NEW FACILITY IN THE FIELD OF PEN- 
fee and Profit Sharing has been 
provided by the Cleveland General Trust 
now in its second year of successful 
operation. It is believed to be the first 
and only trust of its type in the United 
States, receiving approval from the 


Treasury Department on January 31, 
1955. 


This tax-free trust arrangement be- 
tween participating employers and The 
Union Bank of Commerce Company, is 
designed to facilitate the establishment, 
administration, and servicing of the sep- 
arate pension plans of participating em- 
ployers. 


It was created to meet the special 
retirement plan needs of smaller busi- 
nesses, limited einployee groups, associ- 
ations, banks, negotiated pension plans. 
and multi-employer pension _ plans. 
Through this Trust, individually tailored 
retirement plans with all the tax bene- 
fits and the flexibility and alternatives 
of funding available to large firms are 
within easy reach of any organization, 
whether it has two, ten, fifty or several 
hundred employees. 


The Cleveland General Trust for Em 
ployee Retirement Plans (its official title, 
hereafter referred to as CGT) is evi- 
denced by a single comprehensive trust 
agreement, applicable to all participat- 
ing employers, thereby eliminating the 
necessity of separate trust agreements. 
The uniformity of provisions resulting 
from this approach in no way restricts 
the activity of the participating employ- 
er, while at the same time it simplifies 
installation and administration, thus 
providing substantial economies. 


To become a participating employer, 
an employer has only three simple steps 
to follow: 


(1) He adopts a plan designed to 
meet the individual requirements of 
his organization. 
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(2) He becomes a party to the 
General Trust Agreement. 


(3) He makes a deposit to the 
Trust. 


This simplified approach not only 
materially assists the employers, but also 
enables attorneys and accountants to 
best work out the deferred compensation 
problems peculiar to clients with a rela- 
tively small number of employees. 


Specific and Unique Advantages 


Other advantages provided by The 
CGT are unique and in many instances 
cannot be obtained by employers oper- 
ating under individual plans and trusts: 


Each employer, regardless of the 
number of employees, can fund his 
plan on a “self-administered” or “in- 
sured” basis, or a combination. Thus, 
the benefits of the Plan adopted may 
be provided through the investment 
and other facilities of the Trust, or 
through any combination of both. 


Smaller employers are able to es- 
tablish low-cost plans similar to those 
operated by larger firms, but which 
usually are not available to smaller 
businesses. 


CGT permits operation of plans un- 
der which there is no fixed annual 
commitment. 


It enables a plan to be funded with 
the same degree of flexibility gener- 
ally enjoyed by larger firms. 


Economical administration results 
from pooling of administrative mat- 
ters. 


Pooling of investments makes pos- 
sible a more diversified portfolio and 
consequently greater potential yields. 


CGT makes available, under approp- 
riate circumstances, a pooling ar- 
rangement of mortality experience 
for retired lives, if desired. 


In the case of insured plans, bene- 
fits not otherwise available to smaller 
businesses are made available. 


Employers are enabled to adopt a 


pension or deferred profit-sharing 
plan, or a combination. 


CGT preserves for each employer 
the management of his plan as to his 
employees. 


Employers retain all tax advantages 
of deferred compensation plans. 


CGT is simple to install and operate 
and it enables one trustee to handle 
the pension trust funds of many em- 
ployers under one Trust Agreement. 


Distinctions from other Combined 
Trusts 


Existing Combined Investment Trust 
or Group Trust Programs are single 
purpose trusts, as differentiated from the 
multi-purpose form under which CGT 
operates. The major distinctions may be 
summarized : 


(1) As to purpose, the Combined 
Investment Trust or Group Trust 
Program has the single aim of pool- 
ing investments. While under CGT the 
faeility for pooling of investments is 
basic, the Trust also has the facility 
for pooling mortality for related or 
affiliated .groups. 


(2) In format, the Combined Invest- 
ment Trust or Group Trust Program 
involves (a) establishment of a plan, 
(b) establishment of an employer 
trust, and (c) acceptance by the em- 
ployer of the Combined or Group 
Trust. The CGT involves (a) adoption 
of a plan by the employer and (b) ac- 
ceptance of the CGT. 


Mechanics of Operation 


CGT operates under a single trust 
agreement established between the Bank, 
as trustee, and those employers who, 
with the consent of the trustee, accept 
the Trust Agreement. The “employer” 
may be a corporation, partnership, sole 
proprietorship, individual, association, 
trust or estate. 


The plan of each employer must sat- 
isfy the requirements of Section 401 of 
the Internal Revenue Code. (The trust 
document already represents an ap- 
proved trust exempt from taxation when 


TRUSTS AND ESTATES 





— ite at hUOUrklCO A ee CO 





~ 


' ae ew 8§& 8 we 


p 


t 


”? 





used in conjunction with an approved 
plan.) Each employer must certify to 
the Trustee that either the Internal Reve- 
nue Service has granted an advance 
ruling, or that proper application has 
been or will be made for formal ap- 
proval. 


The Plan of each employer must be 
approved by a Plan Coordinator, who is 
specifically designated as such under the 
Trust. While each employer may select 
and utilize his own actuarial or under- 
writing counsel, the Bank is of the opin- 
ion that ramifications of employee re- 
tirement plans are so broad as to make 
it desirable to have one competent actu- 
arial counsel who could certify that the 
plan of each employer coming under 
the General Trust is technically opera- 
tive. For this reason a permanent Plan 
Coordinator was designated. The func- 
tions of the Bank are, coincidentally, 
materially simplified and duplication of 
effort minimized. Experience in operat- 
ing with the Plan Coordinator has been 
excellent. 


Benefits under each Plan may be 
funded through the medium of the in- 
vestment and other facilities of the Gen- 
eral Trust or through policies of an in- 
surer or a combination thereof. Each 
Plan must expressly provide the method, 
and incorporates provisions of the Trust 
by reference. Virtually any type of pen- 
sion or deferred profit-sharing plan may 
be adopted by an employer under The 
CGT. The Trust specifically permits the 
setting up of plans covering only former 
employees or retired employees. 


The Plan of each employer is ex- 
pected to provide for the appointment 
of a Committee to administer the Plan 
of the employer. Employers certify to 
the Trustee, names and specimen signa- 
tures of Committee members. 


Each Committee is expected to take 
care of the administrative duties per: 
taining to its Plan, and is assisted by its 
own actuarial or underwriting counsel, 
or by the Plan Coordinator. Each Com- 
mittee may (a) make rules and regula- 
tions for the administration of its Plan, 
and (b) authorize disbursements from 
its accounts under the Trust. 


Obviously each Plan must be operated 
on a non-discriminatory basis so as to 
permit continued compliance with the 
provisions of the Internal Revenue Code 
applying to exempt employees trusts. 


Administrative and Investment 
Powers 


The Trustee is responsible for the 
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safekeeping of the Trust Fund. It is re- 
quired to carry out all authorized direc- 
tions, and to maintain required accounts 
and records. 


The Trustee maintains three basic ac- 
counts: Employer Reserve, Pension Re- 
serve, Premium Payment. 


The Trustee keeps trust funds applic- 
able to Employer Reserve and Pension 
Reserve accounts separate and apart 
from funds applying to Premium Pay- 
ment accounts. All transactions between 
and within accounts are handled on a 
Unit method of valuation similar to that 
employed in connection with Common 
Trust Funds. 


Only trust funds applicable to Em- 
ployer Reserve Accounts and the Pen- 
sion Reserve Account are handled under 
the combined investment program. The 
Trustee has the sole discretion as to in- 
vestments and these powers are broad. 
There is no limit to the amount which 
may be held with respect to any partic- 
ular employer or group of employers. 


The trust funds are valued as of the 
close of business on the last day of each 
calendar month. Gains or losses of the 
trust fund as disclosed from each month- 
ly valuation are automatically reflected 
in the account of each employer under 
the Unit share method. 


Reserve Accounts 


A separate Employer Reserve Account 
is maintained for each participating em- 
ployer, except where groups of employ- 
ers may be participating under the same 
pension plan, in which event a single 
Employer Reserve Account is maintained 
for all such employers. All such ac- 
counts are invested in a single trust fund. 


Where the benefits under the Plan of 
the employer are funded solely through 
the facilities of his Employer Reserve 
Account, all pension benefits are paid 
solely from such account. The account 


then operates as though the plan of the 
employer was fully self-administered. 


The Pension Reserve Account is avail- 
able for the benefit of employers desir- 
ing to merge mortality experience. This 
account, or a subsidiary account there- 
under, may be used by employers hav- 
ing a common interest, either by way of 
corporate affiliation, through member- 
ship in an association, or by reason of 
the fact that the employees to be cov- 
ered are represented by the same union. 


Where this account is used, upon re- 
tirement of an employee, the actuarial 
reserve of the pension of such employee 
is transferred from the Employer Re- 
serve Account to the Pension Reserve 
Account. Gains and losses of the Pen- 
sion Reserve are reflected annually in 
the Employer Reserve Accounts of the 
employers. The use of the Pension Re- 
serve Account in this manner enables 
groups of employers to have pension 
costs on a basis which reflects the actual 
mortality experience for the particular 
class of employees involved, and mini- 
mizes the effect of deviations from anti- 
cipated mortality in connection with 
each employer participating. 

Funds of the Pension Reserve Ac- 
count are invested along with funds of 
other Employer Reserve Accounts as a 
single fund. The Pension Reserve Ac- 
count itself is valued annually by the 
Plan Coordinator. 


Negotiated Pension Plans 


To date, several national unions have, 
with individual employers, established 
Pension Reserve Accounts under the 
CGT. Since many pension plans are sub- 
ject to collective bargaining, this Trust 
has been ideal for labor-negotiated plans 
for the following reasons: 


(a) Each employer retains the dig- 
nity of individual negotiations unaf- 
fected by any other plan which may 
have been negotiated in his industry. 
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(b) Each employer is free to nego- 
tiate the provisions of his pension 
plan independently on a basis that 
meets its particular needs. 


(c) Each employer is free to nego- 
tiate contributions to a pension plan 
on a basis consistent with his ability 
to pay. 

(d) Each employer is free, under 
appropriate circumstances, to pool 
mortality experience after retirement 
with other employers in his industry 
and thus minimize the effect of ad- 
verse mortality experience. 


(e) Smaller employers have the op- 
portunity to negotiate pension plans 
at a unit cost as favorable as that 
negotiated by larger employers. 





(f) The CGT automatically removes 
the subject of investments from the 
area of labor negotiations. 

(g) Trustee charges are less than 
if the employer operated his program 
on an independent basis. 

(h) Each employer obtains greater 
safety by diversification of invest- 
ments, and greater potential yield. 

(i) The employer’s pension plan is 
administered solely by a committee of 
his own company employees. 


Premiums Account 
In the event some or all of the bene- 
fits of an employer Plan are provided 
through an insurance contract, contribu- 
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tions required for payment of premiums 
are deposited in a Premium Payment 
Account in the name of the employer. 
The trustee has no duty to invest cash, 
since in most cases the account operates 
merely as a conduit for funneling pre- 
miums to the insurance company. The 
account enables insurance to be carried 
on the lives of participating employees 
at the same time that the pooled invest- 
ment facilities of the trust are being 
utilized, and annuities may be purchased 
after an employee retires. 


Operation of the Premium Payment 
Account has had many interesting ap- 
plications, particularly in simplifying 
relations and administrative work with 
underwriting insurance companies and 
making available high non-medical 
limits. Any insurance company has the 
opportunity to underwrite benefits under 
the Plan of any employer. 


Compensation 


Each employer separately agrees as to 
compensation of the Trustee. The basis 
is usually governed by the following 
considerations: 


(a) Services applying to funds, 
which are uniform for all employers 
involved, are charged against all in- 
vested trust funds. 


(b) Services which are uniform 
with respect to all employers under 
the Pension Reserve Account are 
charged against such account. 


(c) Items of compensation not cov- 
ered under (a) or (b) above are paid 
from the Employer Reserve Account. 


Reasonable and necessary expenses of 
the Trustee are charged against the ac- 
counts to which expenses apply, and 
will normally be made only with the 
employer’s consent. 

To the extent that the Plan Coordina- 
tor’s services may be required, such 
employer agrees separately with the Co- 
ordinator as to his compensation. 


Admission and Withdrawal of 
Parties 


An employer may become a party to 
the Trust as of any date in any year, 
paying at least $100 to the Trustee for 
credit to its account. 

Any employer already having a quali- 
fied pension plan and trust may, with 
consent of the Trustee, become a partly 
to the General Trust by: 


(a) Amending the applicable docu- 
ments, 
(b) Executing an acceptance form, 


(c) Transferring funds or securities 
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from such other trust to The CGT. It 
is obvious that only such securities as 
would represent appropriate invest- 
ments for The CGT would be permit- 
ted to be transferred under these cir- 
cumstances. 


In the event an employer merges with 
another, or transfers its assets to an- 
other, the successor firm may, with the 
consent of the Trustee, continue the 
plan and trust by executing a supple- 
mental agreement. 


The Trust distinguishes between a 
voluntary withdrawal of an employer 
and an automatic termination of an 
employer’s plan. An employer may make 
arrangements to withdraw in part. 


Each employer reserves the right to 
withdraw from the Trust, but such with- 
drawal date cannot be earlier than the 
later of: (a) valuation date following 
approval of such withdrawal by the 
Internal Revenue Service: or (b) valu- 
ation date following expiration of six 
months from receipt of notice by Trus- 
tee, but this period may be reduced by 
the Trustee. 


Termination and Amendment 


The Trust terminates as to any indi- 
vidual Plan upon termination thereof 
by the employer voluntarily, or auto- 
matically for one of these reasons: 


(a) If the Internal Revenue Service 
rules that the Plan does not continue 
to satisfy the requirements of the 
Code. 


(b) Upon a legal determination of 
the employer as a bankrupt, or a gen- 
eral assignment for the benefit of 
creditors, or dissolution of the busi- 
ness. 


(c) On merger of the employer with 
another, if Trustee does not consent 
to continuance. 


Each employer may amend its plan, 
but both the Coordinator and the Trustee 
must approve any amendment, in order 
to assure that the continuing program 
remains operative under the Trust. No 
amendment can vest control over trust 
funds in any employer or employers, 
nor have any retroactive effect so as to 
deprive participants of accrued vested 
interests. 


A majority of the employers may 
amend the trust. No such amendment, 
however, can vest control over the trust 
funds in any employer or employers, or 
deprive participants of accrued vested 
interests, nor remove the Trustee or Co- 
ordinator without their consent. 


Disposition on Termination 


A Plan which provides that, upon its 
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termination it is nevertheless to remain 
in effect for liquidating purposes, may 
continue in effect under the trust until 
the purpose for which it is continued 
has been fulfilled, unless the Internal 
Revenue Department determines that the 
plan no longer satisfies Code require- 
ments. 

If the Plan of the employer is not 
to be liquidated under the CGT, the 
Trustee determines, as of the effective 
date of termination, the funds and se- 
curities applicable to the terminating 
employer, after accounting for charges 
and expenses. The cash and securities 
set aside through such determination 


are then distributable by the Trustee as 
follows: 


(a) If the employer has established 
another qualified plan and trust, the 
Trustee transfers the applicable funds 
and securities to the successor trustee, 
or 


(b) If the employer has not estab- 
lished another qualified plan and trust, 
the Trustee distributes the funds and 
securities in the manner provided in 
the employer’s Plan. 


Establishment of The Cleveland Gen- 
eral Trust resulted from years of care- 
ful study of the problems in the field of 
deferred compensation affecting smaller 
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employers, limited employee groups, as- 
sociations, banks, labor negotiated pen- 
sion plans and multi-employer pension 
plans. It operates as a streamlined fa- 
cility in a streamlined era and through 
its unique advantages fulfills, we believe, 
a genuine need. 


A AA 
ESTATE TAX REGULATIONS 


(Continued from page 1082) 


ers which fall within Section 2038 or 
Section 2041 are premised upon specific 
statutory language.** But there is no 
specific statutory language to sustain 
the provisions relating to the relinquish- 
ment in contemplation of death of re- 
tained life interests or reversionary in- 
terests which fall within Section 2036 
or Section 2037, respectively. This is of 
particular importance in view of the 
position taken by the courts in apply- 
ing the contemplation of death provi- 
sions to transfers of jointly-held prop- 
erty. 

Consider a transfer of property with 
a reserved life interest followed by a 
subsequent relinquishment of the re- 
tained interest within the three year 
period. Under the proposed regulations, 


Int. Rev. Code §§ 2035(b), 2038(a), 2041(a) 
(1) (B), and 2041(a) (2). 


it is apparent that if the relinquishment 
of the life interest can be established 
as one in contemplation of death, the 
entire value of the property will be in- 
cludible in the gross estate. But suppose 
full consideration is received upon re- 
linquishment of the life interest? Can 
the transfer still be treated as one in 
contemplation of death? 


To take a specific example, assume 
that the decedent at the age of 60 trans- 
ferred property on trust retaining the 
income for life. By its terms, the trust 
was to terminate at his death and the 
corpus was to be distributed to his son. 
At the age of 70, when he was in failing 
health, the settlor transferred his re- 
tained life interest to his son in consid- 
eration of a sum equivalent to its actu- 
arial value. Thereafter the father died 
within the three year period. 


In a recent ruling, the Service has 
indicated that the foregoing transaction 
would be considered a transfer in con- 
templation of death and would result in 
the inclusion of the entire value of the 
property in the father’s taxable estate 
whether or not adequate consideration 
was received for the relinquished inter- 
est.°*- This ruling is based upon dictum 


**Rev. Rul. 56-324, 1956-28 Int. Rev. Bull. 43. 
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in a California decision?” and a more 
recent case arising under the District of 
Columbia inheritance tax.?® 


Although these cases support the Com- 
missioner’s view, the rationale of the 
recent Federal cases relating to transfers 
in contemplation of death by a donor 
joint tenant point in a contrary direc- 
tion. The joint tenancy cases, as previ- 
ously discussed, have taken the position 
that the property transferred in contem- 
plation of death is limited by the statu- 
tory language to the “interest” which 
the decedent held under local law at the 
date of the transfer—not what would 
have been included in his estate had 
there been no transfer.?* On this basis, 
in the case of a retained life interest, 
since the transferor previously parted 
with the remainder interest, only the 
value of the retained life interest would 
be includible as a transfer in contempla- 
tion of death.*8 Furthermore, this inter- 
est would be taxable only to the extent 
that the relinquishment was for less than 
an adequate and full consideration in 
money or money’s worth. 


The policy aspects of this result may 
properly be questioned,”® but in the ab- 
sence of specific statutory language to 
cover transactions of this type, it ap- 
pears that the regulations go beyond 
the statute. It is likely that we shall 
have the benefit of litigation on this 
point. 


[Part II dealing with other phases of 
the Proposed Regulations will appear in 
the next issue. ] 


In re Thurston’s Estate, 36 Cal. 2d 207, 223 P. 
2d 12 (1950), 3 Stan. L. Rev. 746 (1951). The 
statements in this decision upon the problem are 
purely dicta since the relinquishment of the re- 
tained life interest was found not to have been 
made in contemplation of death. 


Heller v. District of Columbia, 198 F. 2d 983 
(D.C. Cir. 1952). In this case, the decedent gratui- 
tously relinquished her life interest three months 
prior to her death. 


27In re Thurston’s Estate, 36 Cal. 2d 207, 215, 
223 P. 2d 12, 17 (1950). 


8Sullivan’s Estate v. Comm., 195 F. 2d 657 (9th 
Cir. 1949); Estate of Brockway, 18 T.C. 488 
(1952), aff’d on other issues, 219 F. 2d 400 (9th 
Cir. 1954). 


2°Under the Technical Changes Act of 1949, P. L. 
No. 378, 81st Cong., 1st Sess. § 8, which overruled 
the Church case, it was provided that pre-March 3, 
1931 retained life interests could be relinquished 
without incurring the risk that the relinquishment 
would be treated as having been made in contem- 
plation of death. However, there was no indication 
as to the extent of the interest which might other- 
wise be deemed a transfer in contemplation of 
death. 


30In Estate of Brockway, 18 T.C. 488 (1952), the 
court made the following statement at page 49: 
“We think that the Sullivan case correctly inter- 
prets Section 811(c) [now § 2035] as including in 
decedent’s gross estate only his one-half interest 
in the jointly owned property as a transfer in con- 
templation of death. If this result is contrary to 
the basic purpose of the estate tax statute and 
there is a loophole in section 811(c), the remedy 
lies with Congress.” 
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ECONOMIES IN TRUST OPERATIONS 


Specific Suggestions Based on Personnel as the Key 


RUSSELL H. JOHNSON 


Vice President, United States Trust Company of 


T IS THROUGH OUR OWN PEOPLE, EX- 
pete in the habits, policies, and 
procedures of our banks, that we can 
find many practical economies in the 
operation of a trust department. 


A frequent approach is to recognize 
that a particular operation is getting 
ahead of us, not meeting necessary dead- 
lines, causing excessive overtime, too 
many errors. We immediately say to 
ourselves, “There must be some new 
machine that will solve this problem.” 
This is the human, and very easy ap- 
proach, and sometimes is the solution, 
but more often it is only a temporary 
solution. The lasting solution will be 
found by a sound analysis of the prob- 
lem by your own people, approaching 
it in logical steps: 

1. What is the problem? Do we all 
understand it thoroughly? 
2. What are the causes? Frequently 

a review of the causes will suggest 

solutions. 


3. What are some solutions? 
4. What is the best solution? 


Gaining Vault Space 


The easy approach to the rather 
pleasant problem of “lack of sufficient 
vault space for trust assets” is to dis- 
cuss enlarging the vault, settle on a 
workable plan, pay the bill, and con- 
sider the problem solved; but is this 
economy ? 


Perhaps a clearer definition of the 
problem is not a lack of vault space but 
a lack of filing space within the vault. 
We would all agree that coupon bonds 
are the big space takers. Most coupon 
bonds excepting governments are of 
$1,000 denomination. One million par 
value of coupon bonds is made up of 
1,000 pieces at $1,000 each. Spacewise, 
thinking of linear shelving or drawer 
filing, this amounts to about 12 inches. 
Multiply this by 10, and we are taking 
120 inches or 10 feet plus, at an indi- 
cated filing space current cost of $86 
per linear foot. 


From address before Mid-Continent Trust Con- 
ference, Nov. 16, 1956. 
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In this same example, we are also 
talking about 20,000 coupons that must 
be cut. If we could reduce this 10 feet 
of linear file space in the vault and the 
number of coupons to be cut, we would 
certainly be up in the rarefied air of 
real economy. Two suggestions have 
been made: 


1. Issue coupon bonds in larger de- 
nominations—5-10-25-50-100M. 

2. Issue all, or almost all, municipal 
bonds in registered form and in larger 
denominations. 


The advantages (easily apparent) are: 
greatly reduced vault space require- 
ments, fewer coupons to cut, and less 


paper to handle. 


The disadvantages are: years would 
pass before we could get real results, 
corporate trust fee schedules would have 
to be revised, and salability might be 
impaired. 


Re-Examine Disadvantages 


1. The long range objection: If some 
one doesn’t do something about the in- 
creasing amount of paper we have to 
handle in dealing with securities, we 
are going to need more and more people 
and more and more space. We should 
all be thinking in terms of long range 
planning anyway. There have been $106- 
billion of corporate and municipal bonds 
issued within the past ten years . . . the 
equivalent of 20 miles of linear shelf 
space. Approximately 20% of the total 
of new issues would be offset by maturi- 
ties, etc., so we are perhaps only talking 
of 16 miles of shelving nationwide. The 
time to recognize and start on the solu- 
tion of this problem is now. 


2. Corporate trust fee schedules: 
Present fees are usually on a per piece 
basis, number of bond pieces issued, 
coupons paid, etc. This method has been 
in effect for some 30 years or more. 
Perhaps it’s time for a change. Would 
it be difficult to figure the fee on a basis 
of value? 


3. Salability: The New York Ex- 
change Rule 171 states: “Unless other- 


New York 


wise agreed, coupon bonds shall be de- 
livered in denominations of $1,000 or 
$500 each, excepting that bonds in de- 
nominations of more than $1,000, when 
exchangeable, without charge, for $500 
or $1,000 pieces, shall be deliverable.” 
So long as there is a way to make 
change for the larger denominations, 
without charge, there is no insurmount- 
able problem. Rule 171 could also be a 
candidate for change if enough interest 
were shown. 


As for registered municipals, the un- 
derlying theory is that when they are 
bought by banks for investment, they are 
generally held to maturity, so why not 
issue them in larger denominations? 


Many of us in New York believe these 
suggestions are worthy of serious con- 
sideration. The matter has been brought 
to the attention of the New York Corpo. 
rate Fiduciaries Association through 
the Trust Operations Committee of the 
New York State Bankers Association. At 
the September meeting of the former, 
the questions were discussed fully; but 
those present were unable to reach a 
conclusion. We are hopeful of sufficient 
interest in this project to move it into 
the American Bankers Association, for 
surely it is of national scope. 


More Immediate Economies 


Economies of a more tangible nature, 
easier to put into operation, are much 
more popular. 


1. How about a much wider use of 
translucent paper? Translucent paper 
lends itself to easy reproduction on any 
one of a dozen types of copy machines. 
Tie the use of this paper into your tabu- 
lating system. We have designed nearly 
all of our continuous forms on translu- 
cent paper. This is of particular use for 
those frustrating reports of which some 
one (usually.a vice president) requires 
“just one more copy,” after the job is 
finished. The cost of translucent paper 
is only a fraction more than nontranslu- 
cent paper. 


2. How about the use of film jackets? 
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If you are doing much microfilming, and 
most of us are, the use of jackets might 
be an answer. Film that gets frequent 
reference, particularly if it covers a long 
period of time and is on many rolls, can 
be very inconvenient to use. Acetate 
jackets permit you to keep, in very 
convenient order, all of the history of a 
particular account and a means to con- 
tinue the history as time goes on. They 
come in almost any standard size you 
could want. 


We have been able to move 138 large 
ledgers out of our office to an out-of- 
town warehouse by using this method. 
The film in jackets, representing some 
273,000 ledger sheets, is housed in 6 
file cabinets. We have found that refer- 
ence to film by use of these jackets is 
faster than using the original ledgers. 


3. How about a review of what your 
records departments are recording? Is 
everything they are recording neces- 
sary? Do you record all bond numbers 
historically? We show them on our 
original received ticket but do not post 
them to any permanent record and have 
not done so for fifteen years. Why do 
you need bond numbers? For called 
bonds? Almost everyone checks partial 
calls against actual certificates in the 
vault. For income tax reasons? In cer- 
tain accounts a record of numbers may 
be necessary, but the high percentage 
of accounts do not require this record- 
ing operation, and its elimination offers 
real economy. 


4. How about office copies of cash 
statements? If you prepare a statement 
from punch cards and if you have previ- 
ously prepared a ledger from these same 
cards, why can’t the ledger serve as the 
office copy? If a client states he didn’t 
get his statement, having an office copy 
might help you prove that one was sent; 
but that’s all it does. You have to pre- 
pare another one for him anyway. We 
discontinued the office copy some six 
years ago; and, since we send some 32,- 
000 original trust and investment man- 
agement statements a year, we have 
saved a considerable amount of filing 
time and filing space. 


Searce Commodity—Supervisory 
Talent 


5. Supervisors’ Time. Have you sev- 
eral very small departments or sections 
. three, four or even six people? 

If you have, the chances are each of 
these groups has a department head or 
supervisor. Give these small groups a 
good hard look to see if, over a reason- 
able period of time, you can’t combine 
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two or more units or attach a small one 
to a larger one. This conserves super- 
visory talent and frequently offers a way 
to eliminate the need of a supervisory 
replacement. It also: 


A. Gives you the opportunity to add 
responsibility to the man or woman 
who is doing the good job for you, 
and who will probably welcome the 
challenge because it increases his 
earnings potential. 


B. Helps to streamline your organ- 
izational set-up and makes it easier 
to get the flow of information from 
top management through the ranks. 


C. Provides new incentives for the 
people in these previously very small 
units. Their area of interest has 
widened; they will learn something 
new and become more valuable. 


We had an opportunity recently along 
these lines. For many years, we have 
had our photostatic equipment attached 
to our filing department, primarily be- 
cause most of our photostatic work had 
to do with wills and deeds kept in our 
filing department. Use of translucent 
paper led us to purchase a large copy 
machine which was placed with the 
photostat equipment. As the use of the 
copy machine greatly expanded, we de- 
veloped a group of about four people 
doing nothing but reproduction work, 
but assigned to the filing department. 


At the same time, we had another 
small unit of three persons in a multilith 
department, working mostly on internal 
forms, and attached to our purchasing 
and supply department. The multilith 
group purchased a camera to facilitate 
its copy work, and we realized that we 


had in effect two reproduction depart- 
ments. The multilith group had a good 
technical man in charge; the filing de- 
partment group had really no technical 
knowledge beyond the operation of the 
photostat equipment. We have combined 
all the reproduction work under thé 
supervision of the technical man in 
multilith and called it the reproduction 
department. 


6. Job rotation: | think there is econ- 
omy in “proper” job rotation . . . three 
to six months at a job for the person 
who wants to be rotated. These people 
become experienced in many depart- 
ments in a very few years and repre- 
sent a direct approach to the solution 
of the peak load problem. This is real 
economy because these people can help 
cut down that overtime bill or reduce 
the need of the temporary or part-time 
help which is seldom fully satisfactory. 


Structural and Organizational Ideas 


7. Structural economies: Let’s not 
overlook the economies that are avail- 
able in .the physical properties of the 


bank: 


A) Air conditioning: Before instal- 
ling it, we had a policy of excusing 
every one from work at about 3:30 
if the outside temperature went to 92, 
a pretty expensive gesture. 


B) Location of departments: Long 
range planning should always include 
the proper location or relocation of 
departments in relation to each other. 
Improved location, from a functional 
point of view, offers an automatic and 
lasting economy. 


C) Communications: Have you con- 
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sidered what a pneumatic tube sys- 
tem or a conveyor might do for you 
as a substitute for messenger service? 


8. Organization: A most important 
area to look for economy is the organ- 
ization of your management people. My 
bank separates operational work from 
administrative — administrative work 
having the broad meaning of trust ad- 
ministration, investments, banking cus- 
tomer relationships, or all work to do 
with client contact and investment re- 
search; operational work includes all 
internal functions of record keeping, fil- 
ing, vault work, tellers, security cages, 
remittances, commissions, statements, re- 
productions, etc. You may look upon 
my bank as a large trust department, 
for of our 530 people, 475 are devoted 
to trust and investment management 
work. 


We don’t believe it is fair to the man, 
or that the bank gets the best result, if 
an investment man is charged with in- 
vestment problems and also with oper- 
ational problems and personnel. We 
allow the investment man to concentrate 
exclusively on investments, the admini- 
stration man to concern himself solely 
with administrative problems, and op- 
erating men to devote themselves entire- 
ly to operational problems. We encour- 
age the heads of our banking, admin- 
istration, and investment departments to 
take their operating problems direct to 
the head of operations. He will set his 
methods people on the problem and 
present possible solutions. 


9. Training and education: Time and 
money spent on training and education 


will be repaid many times over. This is 
a way of motivating people. You can 
rouse their interest if you help them 
learn more of the bank’s operations. 
Many banks, including my own, encour- 
age their people to go to school at night; 
but they frighten many away from addi- 
tional education by offering to pay for 
the schooling only if certain grades are 
reached. Dr. Edwin Henry, personnel 
research director, Standard Oil of New 
Jersey, has said that “statistics failed to 
prove that marks at school were related 
to success in business.” Help yourself 
by helping your people to learn; and 
don’t put a string on your offer to pay 
for their schooling. 


Institute of Management 


You can find economies in your trust 
department through your management 
people. Management is every level of 
supervision. Management is the develop- 
ment of people to get the job done. 


Millions have been spent on technical 
research, but only recently is attention 
being paid to the research of human 
relations in business. A positive step in 
this direction was made last September 
by the New York State Bankers Associa- 
tion. It sponsored a week’s meeting at 
West Point and called it The Bankers 
Institute of Advanced Management. 
Forty-two top level bankers including 17 
presidents attended. The meeting stressed 
the idea that our people are our most 
valuable assets. 


Our search for operating economies 
can be solved quicker and on a more 
lasting basis through our people, but we 
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must motivate them by arousing their 
interest. People like to assume responsi- 
bility. People have a desire for achieve- 
ment. These qualities dim out, however, 
as the years pass unless we feed them 
opportunities to participate in the prob- 
lems and to help us solve them. 


A A A 


First National of Boston 
Goes Electronic 


The oldest chartered bank in the 
United States and the largest in New 
England—the First National Bank of 
Boston—announced in November adop- 
tion of the newest general-purpose elec- 
tronic data-processing system to handle 
its growing volume of paper work. Se- 
lection of the Datamatic system followed 
months of study. 


The new “brain” can read and write 
at the rate of 60,000 digits a second, 
can handle simultaneously 1,000 multi- 
plications, 4,000 additions or 5,000 
comparisons. The 700,000 stock records 
of the Stock Transfer Section will be 
maintained on magnetic tapes, one reel 
of which can store 37,200,000 digits of 
information; ten tapes will constitute 
the daily master file. More than 2,000 
transactions involving 4,000 stockhold- 
will be electronically processed 
against the master file each day, pro- 
viding a record which will be up to date 
every day. The bank estimates the com- 
plete posting operation will be handled 
in less than one hour a day on the new 
processing system. The system will also 
provide within a single-shift operation 
spare capacity that will make it pos- 
sible to handle such additional proced- 
ures as personal trust accounting. pay- 
roll and expense distribution, and will 
permit the handling of the expanding 
volume as the bank continues its growth. 


A A A 


Punched Cards and Job 
Advancement 


ers 


A punched card system to assist in 
finding the right person for a new open- 
ing in the company has been developed 
by General Mills, Inc. 


Some 3,000 management and pre-man- 
agement personnel filled out question- 
naires covering place of birth, schooling, 
sex, marital status, military status, work 
experience, and interests or preference 
regarding future assignments. This was 
translated to the punched cards, and 
when an opening occurs in any office of 
the company, the cards are run through 
the machine which sorts out the group 
of those eligible for consideration ac- 
cording to the requirements. 
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When a Lawyer 


Needs a Friend-—Fast! 


In the settlement of one of our customer’s estates, 
a lawyer found that one of the legatees was a 
German soldier who had been captured on the 
Ukrainian front, and was presumed dead. He needed 
confirmation of this before the estate could be finally 
settled. This lawyer needed a friend— Fast! 

At his request we contacted our New York cor- 
respondent via Bank Wire Service. New York 
contacted a correspondent in Frankfort by cable, 
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and in record time the presumed death of the 
legatee was verified and the estate settled. 

Transactions that used to take days, and even 
weeks, to complete are now wrapped up in hours, 
thanks to the Bank Wire Service ...one of the 
many services that City National customers have 
always at their command. Speed in communica- 
tions is one more good reason for you and your 
clients to do business at City National. 
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Income Taxation of Estates 


DUTIES AND OPPORTUNITIES FOR EXECUTORS 


WILLIAM P. SUTTER 


Hopkins, Sutter, Owen, Mulroy & Wentz, Chicago, Illinois 


ITHIN 3144 MONTHS AFTER THE 
\\ close of the decedent’s taxable 
year, the executor must decide whether 
or not to file a joint return with the 
surviving spouse. If no such return is 
to be filed, then the decedent’s last re- 
turn must be filed within 314 months of 
the close of his taxable year; but if a 
joint return is filed, the return is not due 
until 314 months after the close of the 
surviving spouse’s taxable year. In the 
usual case, election to file a joint return 
will result in substantial tax savings. 


If a joint return is filed, the executor 
and the surviving spouse must decide 
the amount of tax with which each 
should be charged. Rev. Rul. 56-290, 
1956-26 1.R.B. 63, states that the income 
tax attributable to the decedent’s income 
is that portion of the total income tax 
shown on the joint return that the dece- 
dent’s income tax, on a separate return 
basis, bears to the total income tax if 
both decedent and his spouse filed sepa- 
rate returns. The Ruling also states that 
any excess tax paid by the executor will 
give rise to an asset in the decedent’s 
estate, and that any tax paid up to the 
decedent’s allocable portion will give 
rise to a deduction for estate tax pur- 
poses, unless by agreement the estate is 
liable for a lesser amount. 


In some wills, however, the executor 
is directed to pay the full tax and to 
seek no reimbursement from the surviv- 
ing spouse. In such cases, an argument 
can be made that the full tax should be 
deductible from the decedent’s gross es- 
tate as a liability, and that no counter- 
balancing asset should be included since 
there is no right of reimbursement. Al- 
ternatively, it can be argued that the 
excess payment by the executor gives 
rise to a marital deduction as it is the 
equivalent of a cash payment to the sur- 
viving spouse. However, the Internal 
Revenue Service is at present opposing 
both of these contentions. 


From address before Mid-Continent Trust Con- 
ference, Nov. 16, 1956. 
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Another decision which must be made 
by the executor is the selection of the 
fiscal year of the estate. It may be de- 
sirable to select a fiscal year which will 
end well within 12 months of the dece- 
dent’s death, thus reducing the amount 
of income in the first income tax return 
of the estate. Section 662(c) provides 
that income distributed by an estate will 
be taxed to the beneficiaries in their 
taxable year within which falls the tax- 
able year of the estate during which such 
distribution was made. Thus, the selec- 
tion by the executor of the date of any 
income distribution can have important 
tax consequences for the beneficiary re- 
ceiving such distribution. 


Legacies Taxed as Income 


In many instances, an executor will 
not wish to make any distribution of 
income because the beneficiaries may 
be in such income tax brackets that it 
would be advantageous to keep the in- 
come fully taxable to the estate. In such 
cases, a pitfall to be avoided lies in dis- 
tributions of property in kind to residu- 
ary legatees. Under Section 662(a) (2), 
all amounts properly paid, credited, or 
required to be distributed to a benefici- 
ary during the taxable year of an estate 
constitute income to the beneficiary to 
the extent of the estate’s distributable 
net income for such year. The only dis- 
tributions which are excluded from the 
application of this rule are set out in 
Section 663. These are specific bequests 
which are paid all at once or in not 
more than three instalments, and 
amounts paid or permanently set aside 
for charity. Since residual bequests do 
not qualify under Section 663 for ex- 
clusion from the general rule, any money 
or property distributed in satisfaction 
of a residual bequest will give rise to 
taxable income in the hands of the bene- 
ficiary if the estate has sufficient dis- 
tributable net income. 

For example, assume that in an es- 
tate there are two equal residuary lega- 
tees, the estate has distributable net in- 
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come of $10,000, which the executor 
does not wish to distribute because the 
estate is in a lower tax bracket than the 
beneficiaries, and an asset of the estate 
is a $7,500 foreign automobile. If one 
of the residuary legatees, a devotee of 
sports cars, asks for and receives the 
automobile as a partial satisfaction of 
his residual legacy, he will be taxed as 
having received $7,500 of income from 
the estate. This will be taxed in his high- 
er tax bracket; the tax bracket of the 
estate will be made even lower, due to 
the estate’s deduction for a $7,500 dis- 
tribution of income; and, ultimately, the 
beneficiary will have to bear one-half 
of the burden of the tax on the $2,500 
left in the estate. If no distribution had 
been made, the full $10,000 would have 
been taxed to the estate at its lower rate, 
and the tax would ultimately have been 
borne equally by the two beneficiaries. 


Widow’s allowances will also be con- 
sidered distributions of income to the 
extent of the distributable net income of 
the estate. See proposed Reg. Sec. 1.662 
(a)-3. Some writers have refused to be- 
lieve that this result is the law, because 
of its unjustness. Nevertheless, it must 
be noted that Section 663(c) specifically 
permits separate shares of a single trust 
to be treated as separate trusts for the 
purposes of determining distributable 
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net income on distributions. There is no 
such section touching estates. If there 
were, at least the distributee of the auto- 
mobile would not be taxed on more than 
$5,000 of income, since that would be 
the maximum distributable net income 
attributable to his share of the estate. 


It should also be noted that, where a 
legacy of a dollar amount is satisfied 
in property which has a market value 
equal to the amount of the legacy, but 
which has a basis in the hands of the 
executor which is lower, the estate real- 
izes taxable income. Suisman v. Eaton, 
15 F. Supp. 113, affirmed, 83 F. (2d) 
1019 (CCA-2, 1936), cert. den., 299 
U.S. 573; Kenan v. Comm., 114 F. (2d) 
217 (CCA-2, 1940); Comm. v. Brinck- 
erhoff, 168 F. (2d) 436 (CCA-2, 1948). 
On the other hand, where a distribution 
of a specified percentage of the corpus 
of the estate is made, with no reference 
to fixed dollar values, then no income 
is realized by the estate. Rev. Rul. 55- 
117, 1955-1 C.B. 233. 


In Rev. Rul. 56-270, 1956-25 I.R.B. 
22, it was ruled that where a marital de- 
duction formula is used which simply 
gives the surviving spouse an amount 
equal to the maximum marital deduc- 
tion, the bequest is a pecuniary bequest. 
Accordingly, gains would be realized on 
the satisfaction of such a bequest with 
appreciated property. This result can be 
avoided by use of language which gives 
the surviving spouse a percentage of the 
estate. 


Double and Optional Deductions 


Another aspect of an executor’s in- 
come tax job relates to the claiming of 
double and discretionary deductions. 
One type of deduction which is available 
to estates as well as to individuals is the 
nontrade or nonbusiness expense deduc- 
tion allowed under Section 212. Under 
proposed Reg. Sec. 1.212-1, that deduc- 
tion covers reasonable administration 
expenses. In addition, Section 212(3) 
now permits the deduction of expenses 
incurred “in connection with the deter- 
mination of any tax.” 


Under Section 212, an estate may be 
permitted deductions which would not 
be available to an individual. For ex- 
ample, a farm operated as a hobby does 
not give rise to deductible expenses for 
an individual. However, if his estate is 
required to operate the farm until it can 
be disposed of, a deduction will be al- 
lowed as an administration expense. 
See A.R.R. 249, 3 C. B. 1945 (1920) ; 
and Estate of William F. Markham, 2 
'.C.M. 244 (1943). However, the estate 
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may not maintain an elaborate country 
house for the heirs and deduct the ex- 
pense of running it. Estate of Mortimer 
B. Fuller, 9 T.C. 1069 (1947), affd., 
171 F. (2d) 704 (CCA-3, 1948), cert. 
den. 336 U. S. 961 (1949). 


Administration expenses are also de- 
ductible for estate tax purposes under 
Section 2053. Double deductibility is 
prevented by Section 642(g). If such 
items are to be allowed for income tax 
purposes, a statement must be filed say- 
ing that such amounts have not been 
allowed as estate tax deductions, and 
waiving the right to have such amounts 
allowed thereafter as estate tax deduc- 
tions. Lacking such a statement and 
waiver, the amounts will be disallowed 
on the estate’s income tax return, even 
though they are never claimed for estate 
tax purposes. Estate of C. M. Sutton, 5 
T.C.M. 213 (1946). Under proposed 
Reg. Sec. 1.642(g)-1, the statement and 
waiver may either be filed with the re- 
turn for the year in which an income 
tax deduction is claimed, or later for 
association with such return. 


Under Rev. Rul. 240, 1953-2 C.B. 79 
administration expenses can be claimed 
on the estate tax return and also on the 
income tax return, or on either, without 
precluding the executor from later select- 
ing the spot where deduction is most 
advantageous. All that is required is 
that the claim not have been allowed 
for estate tax purposes, if it is to be 
allowed for income tax purposes, or that 
no statement and waiver have been filed 
to be associated with the income tax re- 
turn, if it is to be allowed for estate 


tax purposes. Alternatively, such ex- 
penses may not be claimed at all, and 
may then be claimed later by refund 
claim or amended return, since no state- 
ment and waiver are required for estate 
tax purposes, and since they may be 
filed at any time up to the end of the 
statutory period for income tax purposes. 


New Possibility 


A new possibility has been opened up 
under Section 213(d) of the 1954 Code. 
Not only may medical expenses of a de- 
cedent be paid by the surviving spouse 
and deducted on her income tax return, 
or by the decedent’s estate and deducted 
on the estate tax return, but they may 
also be paid by the decedent’s estate 
within one year after his death. In such 
case, if a statement and waiver is filed 
as required under Section 642(g), such 
amounts may be treated as paid by the 
decedent when incurred. This will permit 
an amendment of the decedent’s income 
tax return for his last taxable year, or 
an earlier return, if incurred in an earl- 
ier year.. However, proposed Reg. Sec. 
1.213-1(d) states that no refund will be 
allowed for an earlier year against which 
the statute has run. 


Brokerage fees, auctioneers’ expenses, 
and other items of expense incurred in 
connection with the sale or other disposi- 
tion of estate property are deductible ad- 
ministration expenses for estate tax pur- 
poses. Rev. Rul. 56-43, 1956-7 ILR.B. 
54, states that such items will be disal- 
lowed on an estate’s income tax return 
if no statement and waiver is filed be- 
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cause Section 642(g) applies to “re- 
ductions” of income. Of course, Section 
642(g) specifically refers to “deduc- 
tions”; and I believe the ruling to be in 
error.” However, executors who claim 
the double benefit of sales expenses must 
beware of a disallowance. 


Impartiality Toward Beneficiaries 


Because of income tax rates generally 
higher than estate tax rates, it seems 
preferable in many instances to claim 
administration expenses on the estate’s 
income tax return. This may, however, 
have serious repercussions affecting the 
various beneficial interests in the estate. 
Administration expenses are charges 
against the principal of the estate under 
most state laws. Thus, if they reduce the 
gross estate on the estate tax return, tax 
accounting and estate accounting are in 
accord. However, where such items are 
charged against income for income tax 
purposes, they remain chargeable 
against corpus for estate accounting. 

The net effect of this can readily be 
seen. By increasing the size of the gross 
estate for estate tax purposes, the es- 
tate tax is increased, although presum- 
ably by less than the estate’s income tax 
is decreased. But, if the estate is left in 
trust, the estate tax is charged against 
the remainderman, while the income tax 
saving goes to the income beneficiary. 


If there is a maximum marital deduc- 
tion clause in a will, taking administra- 
tion expenses as income tax deductions 
will increase the size of the adjusted 


*Ed. Note: See discussion leading to similar con- 
clusion, Nov. 1956 T&E, p. 1004. 


gross estate, thus increasing the marital 
bequest and deduction (Rev. Rul., 55-643 
1955-2 C. B. 386). In addition, the sur- 
viving spouse, recipient of one-half of 
the income, gets a benefit from the in- 
come tax saving. If the residue is left in 
trust, the income beneficiary thereof gets 
the rest of the income tax benefit; and 
the remainderman suffers the difference 
between the total tax saving and the 
benefits to both parties. 

Conscientious fiduciaries are con- 
cerned about electing to deduct admini- 
stration expenses on the estate’s income 
tax return where such treatment proves 
injurious to remaindermen. If such elec- 
tion is made, some effort should be made 
to redress the scales a bit. In an estate 
with which I have been connected, this 
problem was met by arbitrarily redress- 
ing the remainderman by the amount 
by which the estate tax was increased 
through not taking administration ex- 
penses as estate tax deductions. The in- 
come beneficiary was given the full bene- 
fit of the tax saving, but the remainder- 
man was not injured. Since this decision 
was made, two state courts have held 
that such treatment is proper. See Estate 
of Edwin H. Warms, 140 N.Y.S. (2d) 
169 (Surr. Ct., 1955) ; In re Bixby’s Es- 
tate, 295 P. (2d) 68 (Cal. App. 1956). 


On Closing Estate 


When the time comes to close an es- 
tate, the executor has other decisions to 
make. As noted above, any distribution 
to residuary legatees will constitute tax- 
able income in their hands, to the ex- 
tent that the estate has distributable net 
income. However, the distributable net 


Complete TR En a SER VI CES 


Washington’s largest financial 
institution—with 71 offices serv- 
ing 51 communities throughout 
the state—provides complete 
trust services in this Busy 
Corner of America. 
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income of an estate is computed anew 
for each taxable year of the estate. Thus, 
if an estate is closed shortly after the 
end of its fiscal year, the income realized 
during the previous year can be dis- 
tributed to the beneficiaries tax-paid; 
and they will receive only so much in- 
come taxable to them as equals the dis- 
tributable net income of the estate for 
its short final year. 

Formerly, if an estate paid admini- 
stration expenses in its final taxable year 
and such expenses were taken as an 
income tax deduction, the estate had 
reduced taxable income for that year. 
However, since such deduction did not 
reduce “income” under state law, when 
all of the assets of the estate were dis- 
tributed, the beneficiaries received tax- 
able income equal to the taxable income 
of the estate unreduced by such deduc- 
tion. The estate, of course, got a deduc- 
tion for the income taxed to the benefi- 
ciaries; and the net result was that the 
expense deduction was wasted. 


Now, however, Section 642(h) pro- 
vides that, if on termination of the es- 
tate, the estate has a net operating loss 
carryover, a capital loss carryover, or 
deductions for its last year in excess of 
its gross income, such carryover or such 
deductions become available to the bene. 
ficiaries of the estate. In the example 
given, the beneficiaries would become 
entitled to the deduction for the admin- 
istration expenses in the estate’s last 
taxable year. 

For the purpose of determining 
whether the beneficiaries are entitled to 
excess deductions, proposed Reg. Sec. 
1.641(b)-l1(c) provides that the reten- 
tion of a small amount of assets to meet 
contingencies will not mean that the 
estate has not terminated. In connection 
with the capital loss carryover, however, 
the proposed Regulations are rather 
harsh. Sec. 1.642(h)-1(a) provides that 
the final taxable year of the estate must 
be counted as one year, and the taxable 
year of the beneficiary in which the es- 
tate terminates as another year. Thus, 
the beneficiary obtains the carryover 
only in that year and the four succeed- 
ing years, rather than five. 

Finally, proposed Reg. Sec. 1.642 (h) - 
l(c) states that the benefit of excess 
deductions in the last taxable year of an 
estate is not available to specific lega- 
tees. Of course, this will usually be the 
case; but the proposed Regulation ap- 
pears to be in error if it means that the 
benefit of such excess deductions is not 
available to a specific legatee whose 


legacy is not satisfied in full due to 


losses sustained by the estate. 
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There are times when the stock market 
is so strong that even the least experi- 
enced investor is apt to show gratifying 
gains. These periods are wonderful while 
they last—but they can be misleading as 
a yardstick of successful investing. Even 
in periods of great strength, many secu- 
) rities show losses. 
} After 102 years of investing “other 
people's money, we believe more firmly 
than ever that successful investing is one 
of the most highly specialized of all 
| undertakings. 





It calls for an endless search for facts 





Back of 
STRENGTH 


may lie 


WEAKNESS 


—facts which tend to become obsolete 
quickly and must constantly be replaced 
by new ones. 

It calls for a large organization of spe- 
cial skills which must never be allowed 
to smother individual initiative or the 
courage to make decisions. 

In this belief, the United States Trust 
Company has developed a program 
under which it manages investments run- 
ning into the billions. Our method of oper- 
ation differs somewhat from that of any 
institution we know of; we should be glad 


to explain its practical advantages to you. 
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Mr. McGehee is 
a graduate of the 
University of 
Virginia and im- 
mediate past pres- 
ident, Richmond 
Chapter A.I.B. He 
is majoring in 
Trusts at the 
Graduate School 
of Banking. 














AUDIO* 


(Anner.:) And now before we Meet 
the Press, Let’s Meet the Bank, Our 
guest today is C. Coleman McGehee, As- 
sistant Trust Officer of First & Mer- 
chants National Bank. Our panel; Henry 
J. Streat, Jr. Partner, Paul, Beverly & 
Streat, (Insurance) and, Joseph A. How- 
ell, Jr., Attorney. 


Mr. McGehee, do you remember who 
said, “Put not your trust in money — 
Put your money in Trust’? 


I believe that was Oliver Wendell 
Holmes. But I wonder what genius first 
said, “Don’t put all your eggs in one 
basket”? That’s the basis of all good 
trust investment — sound diversifica- 
tion. 


Maybe that’s a good rule for million- 
aires. But what if you've only got a 
couple of eggs? How can you put them 
in more than two baskets? 


I’m proud to say First and Merchants 
was the first bank in Richmond with a 
good answer to that question. We call it 
our Discretionary Common Trust Fund. 


Sounds complicated. 


No, it’s really simple. It is a medium 
through which the funds of many mod- 
erate sized trust accounts can be com- 
bined and invested together in order to 
provide for each participating trust the 
wide diversification of risk which is es- 
sential in maintaining growth of princi- 
pal and stability of income. 


You actually administer small trusts? 


O yes, about a third of our trusts are 
of moderate size. That’s why we created 
the Common Trust Fund. Now the man 
who leaves his family only a modest es- 
tate in cash or life insurance can get the 
same investment protection as the large 
trusts in our care. 


To get back to Mr. Holmes — Aren’t 
there other advantages to putting your 
money in trust? 


There certainly are. It often saves a 
family a lot of money and — 


I’m afraid time is running out. 


(McGehee to audience:) If you’re in- 
terested in the protection, savings and 
low cost of trust service, I hope you'll 
drop in for the facts at the Trust De- 
partment of First and Merchants Nation- 
al Bank of Richmond. 


*The original script contained video directions 
as well.—Ed. 
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TRUST LELEVISION ADVERTISING 


Its Problems and Rewards 


C. COLEMAN McGEHEE 


Trust Officer, First and Merchants National Bank of Richmond, Va. 


HAT YOU HAVE JUST READ IS A 
copy of the script used as a com- 
mercial on one of our bank sponsored 


TV programs entitled “Meet The Press” 
each Sunday evening. 


A few of the many perplexing yet in- 
teresting questions that arise when con- 
sidering sponsorship of a TV program 


are: 


What type of a program should a 
bank sponsor? Is the medium effective 
and is it considered successful? How 
much of the advertising budget does it 
consume? How can trust service adver- 
tising be effectively adapted to televi- 
sion? 

Some time ago our bank’s advertising 
committee considered the use of TV as 
an advertising medium. It was decided 
that to be effective the program to be 
sponsored must be a well known national 
show that generates general interest and 
has wide appeal. To solve this problem 
our advertising counsel arranged for us 
to sponsor locally the nation-wide pro- 
gram “Meet the Press.” The program 
appears weekly and since we are co- 
sponsors our advertising is emphasized 
every other week. 


This program presents top flight per- 
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Typical panel for TV commercial — Meet the Bank — used by First and Merchants Na- 


sonalities to discuss some subject of na- 
tional or international interest. As a 
result the program usually receives a 
good press in Monday’s newspapers. 
This in turn helps to create an even 
larger audience for the following Sun- 
day evening. 

The program is conservative in tone 
and appeals to many customers and po- 
tential customers and is much more de- 
sirable than the sensational adventure- 
type of program. 

After contracting for the program we 
were immediately faced with the prob- 
lem of a two minute commercial fill-in 
prior to the main show. Our Committee 
came up with the idea of a tie-in “That 
before we meet the press let’s meet the 
bank.” In this way the public becomes 
familiar with the official staff of our 
institution. 


Before each program an officer is as- 
signed “TV Duty” and in turn selects a 
panel of two guests. A script is prepared 
for them by our Advertising Department 
revolving around one of our bank’s 
services. After rehearsal the panel dis- 
cusses this service live over the local TV 
network in the same manner as the 
panelist on the feature program. 











mn | 


tional Bank of Richmond, Va., immediately before the Meet the Press show, which it 
co-sponsors. Taken prior to one of the broadcasts, and representing the commercial depart- 
ment, this photo features (1. to r.) John Holbrook, WXEX announcer; Randolph W. 
Nuckols, vice president and manager of the Broad Street Branch; J. Arthur Nolde, vice 
president, Nolde’s Bread, Inc.; and R. Clifton Edmunds, executive manager, E. I. du Pont 


Co., Richmond. 
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Every phase of bank service may be 
adapted to this type of presentation. We 
have sponsored commercials dealing 
with travelers checks and letters of credit, 
the foreign department, consumer loans, 
savings and checking accounts, safe de- 
posit boxes and drive-in tellers. Every 
aspect of trust service may be discussed, 
such as the importance of wills and hav- 
ing a proper will prepared by a compe- 
tent attorney, the advantages of Com- 
mon Trust Funds in medium-sized trust 
accounts and the services a trust depart- 
ment can render — investment advisory, 
Trustee for pension and profit sharing 
plans, and so on. 


The above script was devoted to an 
explanation of Common Trust Funds and 
since it was a program dealing with 
trust services our two guests represented 
the other two arms of the estate plan- 
ning team, i.e., the attorney and the in- 
surance underwriter. (I might add that 
the participating panelists’ children en- 
joy the show tremendously!) 


In preparing this script we were very 
careful to follow the regulations of the 
Federal Reserve Board concerning ad- 
vertising of Common Trust Funds and 
no mention was made of market values 
or yields. The Fund was simply ex- 
plained as an additional service of the 
Trust Department rather than as an end 
in itself. 


How Effective? 


Of course we are always asked “How 
effective is your program?” I doubt if 
we could say that a certain percentage 
of new business was placed on our 
books due to this program alone, but the 
same may also be said of newspaper, 
radio, or direct mail advertising. How- 
ever, it is certainly an important cog in 
our advertising wheel and rounds out 
our active program. Most important, it 
creates an interest in our bank’s services 
and draws the customer to the bank 
where he may consider these services in 
greater detail. The program has been 
enthusiastically and favorably accepted 
by the public and we have received many 
compliments concerning its presentation. 


Each week the newspapers carry an 
advertisement calling attention to the 
particular Meet the Press celebrity of 
the following Sunday. This tends to in- 
crease the audience week by week. Prior 
to the first program in this series, a 
news release carried to all bank person- 
nel an announcement of what was 
planned. It was hoped that this internal 
publicity would develop word of mouth 
advertising, which is by far the best type 
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if you can get it across to the right 
person at the right time. 


How much does it cost? Our expendi- 
tures for sponsoring this program repre- 
sent approximately 11% of our bank’s 
total advertising budget, approximately 
8% of our Trust Department budget. 

The public is still largely in the dark 
concerning Trust Department services 
and functions. We take advantage of 
this new sales medium to bring our 
trust message right into our customer’s 
living room. Your advertising program 
can be adapted to television presentation 
so don’t sell it short. 


Visual Aids for Bank Training 


A new pamphlet — Dividends from 
Staff Training — published by the Fi- 
nancial Public Relations Association, 
tells about the slide films provided by 
that organization for the better training 
of bank personnel. It includes sug- 
gestions as to how to use them and com- 
ments from those who have. The FPRA 
will rent its nine sound slidefilms to in- 
terested financial institutions at $7.50 
a showing ($5.00 for additional show- 
ings at the same time). Inquiries should 
be addressed to Preston E. Reed, 231 
South LaSalle St., Chicago 4. 





LACK OF 


UNDERSTANDING 


PENALIZES THE PUBLIC 


A large segment of the public pays a heavy penalty for its failure 


to use Trust Department service. This failure is chiefly due to 


three factors: 


1. Lack of knowledge and understanding of the service. 


2. The tendency to procrastinate. 


3. Traditional inclination to name individuals. 


Continuous, action-inducing, intelligent ADVERTISING successfully 


overcomes all three: 


1. It informs. 


2. It is the most effective antidote to procrastination. 


3. It carries impressive weight by letting people know that 
professional, corporate service costs no more than the law 
allows inexperienced individuals, yet provides many more 


safeguards. 


Letters received by The Purse Company prove that customer 
banks and trust companies constantly find that PURSE-PREPARED 
ADVERTISING of Trust Department service informs—and inspires 


action. Both public and Trust Department profit. 


Write or phone us Collect for a demonstration of a trust promotion 


program that will be the best investment your institution ever made. 


THE PURSE COMPANY 
Headguarters for “Trust pbduertising 


CHATTANOOGA 2, 
MONTCLAIR, N. J. 





TENNESSEE 
. CHICAGO 
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Prorits HINGE ON QUALIFIED PERSONNEL 


JAMES E. SCULLY 


Vice President, The Chase Manhattan Bank, New York 


HE EFFICIENT OPERATION OF A TRUST 

department depends on the attitude, 
knowledge and skill of its people. Since 
income is derived almost entirely from 
fees, to make a trust department pay the 
people must be outstandingly effective. 
Methods, materials, machines and other 
equipment are important, but most es- 
sential is the know-how of the stafl— 
especially since possibly 90% of the ex- 
pense of a clerical work station is in 
the direct and indirect cost of the em- 
ployee. Probably more than in any other 
department of the bank, in trust work 
the emphasis is on the human element. 


Profits in this department are to be 
gained through the recruitment, selec- 
tion and training of people. Before these 
steps three other tasks must be per- 
formed. 


The job must be analyzed and de- 
scribed in writing. The duties, responsi- 
bility and authority must be set forth. 
You can’t expect a person to do a job 
unless you and he know definitely what 
the job really is. 


Then a job specification must be 
worked out—a written statement of what 
a candidate needs to bring to the job, 
and what he must acquire later. 

The third step is to set a written 
standard fur job performance. One 
should try to distinguish the subjective 
from the objective elements in setting 
the standard. It sets a goal for the em- 
ployee. He can work aaginst a standard 


Summarized from address before Mid-Continent 
Trust Conference, Nov. 16, 1956. 


rather than against a fellow employee. 
It provides a basis for evaluating his 
performance. 


Recruitment, Selection and 
Training 

With this work done, one can turn to 
recruitment. First determine the best 
source for qualified people. You may 
find them among your own people, or 
in a high school student group, or in 
the members of a work program for 
more advanced students. You must talk 
their language—not in terms of man- 
agement, planning, organizing, directing, 
coordinating and controlling, but rather 
in terms of opportunity, recognition, be- 
longing, security and financial gain. 
Find out what they want in a job and 
make sure your job has it. Then demon- 
strate to them that your job has what 
they want, and gain their understand- 
ing of the job description, specification 
and standards that you have worked out. 

Use all the tools of selection and don’t 
depend on the interview alone. Consider 
all the facts—education, hobbies, past 
work history, testing. Check these against 
the job specification point by point. 
When you hold an interview, get the 
candidate’s supervisor to participate. 

Once you have your employee, consci- 
ously accept your responsibility for de- 
veloping him. Only the individual can 
learn. Management, however, provides 
the means and the motivation. The hard 
core of all training is the day-by-day 
relationship of employee and supervisor, 
and the best training is not on case 












Complete 
Trust 
Service in 


Georgia 


1114 


SS ian ania 


—through TEN offices 


The CITIZENS & SOUTHERN 


ATHENS @ ATLANTA @ AUGUSTA 
MACON @ SAVANNAH @ VALDOSTA 





ESS 


in SIX cities 





NATIONAL BANK 


Member FDIC 





problems but on real problems. You 
must set an example, be willing to dele- 
gate, coach your understudy, and above 
all tell him “why.” 

A training staff is not necessary— 
although it can be helpful—for the train- 
ing must be done by the trustmen. You 
alone are responsible for training your 
department personnel. You are training 
now—all the time. The question is: 
Can you do it better? You can’t buy 
experienced people; you must train 
them—and you can’t afford the old 
trial and error method. 


Size is a handicap in this process. 
The big bank has to have formal policics, 
salary plans, merit ratings, grievance 
procedures. The small bank has the 
great advantage of being close to its 
people. 


Specific Suggestions 


Encourage formal education. Deter- 
mine the specific needs of your people, 
checking against job specifications, and 
tell them specific things to try to get 
out of their courses. Then measure re- 
sults. The failure to do this is the weak 
point in many elaborate formal execu- 
tive development programs. 


Encourage self-education. Give your 
man an article to read, and get him to 
report back to you. It is good for him 
and for you. 


Keep your people informed and get 
their ideas in return. Let them partici- 
pate in making decisions. 


Answer their questions by asking 
questions—the kind that will lead them 
to the right answer. But do this as a 
conscious part of your training process. 


Today 550,000 people in banking in 
our country look to their leaders to con- 
tinue our free banking system. There 
is mutuality of interest among custom- 
ers, stockholders, management and em- 


ployees. 


The future of our banks depends on 
how successful we are in attracting qual- 
ified people, selecting the right ones to 
join us, and helping them to develop, 
and carry on with us. 


AAA 
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Only STEEL can do so many jobs SO well 
































Swampland Bucket Brigade. This cable tramway stretches through 314 miles of Georgia 
swamp, hauling clay to the plant of a brick company. The buckets are carried on an 
endless 30,000-foot length of USS Tiger Brand Wire Rope. In six years, the tramway 
has carried over a million tons of clay; it has reduced hauling costs by 66%. 


The Greatest Lift In the World. That derrick is lifting 800 tons of dead weight—an all- 
time world record. The total uplift being exerted is over 1300 tons. To build the derrick 
and barge required about 2000 tons of steel, and 40 tons of welding rods were needed. 
Nine miles of Wire Rope are used in the rigging of this equipment. 


UNITED STATES STEEL 
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The Beauty is More Than Skin 


Deep. Look at the doorway for a 
minute. It is made from lus- 
trous, permanently attractive 
USS Stainless Steel. This is the 
entrance to a research laboratory 
that is in constant use. The Stain- 
less will stay bright indefinitely, 
since the surface beauty goes all 
the way through. Stainless is 
hard, too, so it won’t dent and 
scratch like softer metals. 





This trade-mark is your guide to quality steel 


For further information on any product mentioned in this advertisement, write United States Steel, 525 William Penn Place, Pittsburgh 30, Pa. 


AMERICAN BRIDGE...AMERICAN STEEL & WIRE and CYCLONE FENCE....COLUMBIA-GENEVA STEEL.,..CONSOLIDATED WESTERN STEEL....GERRARD STEEL STRAPPING....NATIONAL TUBE 
OIL WELL SUPPLY... TENNESSEE COAL & IRON....UNITED STATES STEEL PRODUCTS....UNITED STATES STEEL SUPPLY... Divisions of UNITED STATES STEEL CORPORATION, PITTSBURGH 
UNITED STATES STEEL HOMES, INC. - UNION SUPPLY COMPANY - UNITED STATES STEEL EXPORT COMPANY + UNIVERSAL ATLAS CEMENT COMPANY _ 6-1895 


SEE the United States Stee! Hour. It’s a full-hour TV program presented every other week by United States Steel. Consult your local newspaper for time and station. 
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Accountants Discourage Use 
of “Book Value” 


The Committee on Terminology of 
the American Institute of Accountants 
recently recommended the discontinu- 
ance of the term “book value” in buy- 
sell agreements. This was reported by 
Max Block, C.P.A., in his address on 
this subject at the 12th annual Estate 
Planners Forum sponsored November 21 
by Solomon Huber Associates in New 
York. The Committee recommends that 
“any agreement involving the general 
concept of book value should contain a 
clearly defined understanding in specific 
and detailed terms.” 


Commenting that meaning of “book 
value” in buy-sell agreements is a ques- 
tion of legal interpretation dependent 
upon the parties’ intent rather than on 
an accounting definition, the Committee 
goes on to say that “questions arise as 
to whether ‘book value’ was intended to 
mean literally amounts shown on ledger 
accounts or amounts shown after correc- 
tion for (a) errors, (b) departures from 
consistently maintained practices of the 
enterprise, (c) departures from estab- 
lished practices of the type of organiza- 
tion, or (d) departures from generally 
accepted accounting principles, or any 
combination of such corrections.” 


The Committee suggests that, where 
intent is not clearly expressed, the fol- 
lowing definition be used: 


“Book value is the amount shown on 
accounting records or related financial 
statements at or as of the date when 
the determination is made, after ad- 
justments necessary to reflect (1) 
correction of errors, and (2) the ap- 
plication of accounting practices 
which have been consistently fol- 
lowed.” 


It is interesting to note that the Com- 
mittee’s position bears out the thesis of 
an article written by Mr. Block for the 
May 1956 issue of TRUSTS AND ESTATES. 


Following Mr. Block’s presentation, 
there was a panel discussion on his topic 
and the tax aspects of deferred compen- 
sation arrangements. Joining the speaker 
were Milton Young, New York attorney, 
and three representatives of the Research 
Institute of America: Leon Gold, Emil 
J. Ernst and Augustus Morris. 


A A A 


@ An address on “Is Your Estate a 
Target for Taxes?” was delivered before 
the Life Underwriters’ Association 
Golden Jubilee Dinner at Kirkland Lake, 
Ontario, on October 25 by Kris C. Mor- 
ris, manager of new business develop- 
ment and public relations, Toronto Gen- 
eral Trusts Corp. 





Institutes on Estate Planning 
and Accounting Held 

Increasing recognition of the im- 

portant role of accountants in estate 
planning was a major theme of the In- 
stitutes on Estate Planning and Account- 
ing held October 25-26 at the Uni- 
versity of Georgia in Athens. An outline 
of the program follows, with further re- 
port to come in a subsequent issue: 

Key Aids for the Underwriter — Split 
Dollar Insurance and Business In- 
surance 

Pensions and Profit Sharing 


Home Office Counsel and Life Insur- 
ance 


Estate Planning for an Estate of 
$100,000 to $150,000 and $350,000 
to $500,000 


Short Term Trusts 

Minors’ Trusts 

The Accountant and Estate Planning 
Developments in Accounting 


The G.A.O.’s New Look in Accounting 


A A A 


@ Trust department earnings for State 
banks and trust companies in Florida 
for the fiscal year ending June 30, 1956 
amounted to $455,796. This compares 
with $437,505 the previous year. 
















Producer, Long Distance Transporter 


and Supplier of Natural Gas, 

directly and indirectly, to an estimated 
population of over 13,000,000 

and to industries in Texas, Oklahoma, 
Kansas, Missouri, Illinois, Indiana, 

Ohio, Michigan and the Province of Ontario 


Informed investors know that one of the important 
characteristics of Panhandle Eastern is its ownership of 


substantial natural gas reserves. 


The Company’s current deep drilling program on its own 
leases has been highly successful, resulting in new 


Company’s owned reserves. 


discoveries which have materially increased the 





The key to a dependable, adequate supply of natural gas 
is the never-ending search for additional reserves... 
a search that calls for the courage to make enormous 
investments of new capital. 
The natural gas industry will continue to make these 
f investments to locate new gas fields and to expand 
transmission capacity so long as there is adequate 
incentive to encourage natural gas companies to find, 
produce and transport this superior fuel. 


PANHANDLE EASTERN PIPE LINE COMPANY 
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PROFESSIONAL INVESTORS DIGEST 


Sidehghts . 



















































































Urititres vs. Ristnc Money RATES 


On October 30th the Ohio Power Co. 
sold $28 million 444% bonds due in 
thirty years to underwriters at $100.039 
—a money cost of approximately 414% 
to the company. But it rejected a bid 
of $100.51 for a 4.92% dividend on 
$6 million of preferred stock, equal to 
a money cost of 4.895% to the company. 


Why did Ohio Power Company ac- 
cept the bid on 414% bonds and re- 
fuse 4.895% on the preferred stock? 
Basically there should be a wider spread 
between the yield on the bonds and on 
the preferred stock. Relatively it would 
appear that the bid on the preferred was 
a good one related to the yield on the 
bonds. 


The answer seems to lie in the taxa- 
bility of earnings used for preferred di- 
vidends compared with the tax deducti- 
bility of interest charges. The cost of 
money on the bonds after allowing for 
their tax advantage is only 2.04%. But 
the company would use up over $10 
of pretax earnings in paying a 4.895% 
preferred dividend. For preferred divi- 
dends are not exempt from Federal in- 
come taxes as interest charges are, the 
only exception being the 14% tax credit 
differential between old and new money 
preferreds. As we figure it a company 
uses up $10 of pretax earnings on a 
$4.80 preferred stock but would have 
$2.76 left out of $10 of pretax earnings 
on a 414% bond. 


Our guess is that few utility com- 
panies would issue preferred stock at all 
except for the need to keep the debt 
ratio down and not build too high a 
common equity ratio. Some utilities 
have a debt ratio close to 60% and a 
common equity ratio of around 40% 
and little or no preferred stock. But most 
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., trade Winds . . 


. Memos 


utilities like to have a lower debt ratio 
and more common leverage—hence the 
inclusion of preferred stocks. However, 
preferred stocks are a costly luxury — 
a high price to pay for the benefit re- 
ceived. Theoretically it might seem ad- 
visable for a utility to have a 50% debt, 
10% in serial obligations (debentures or 
notes) and a 40% common equity, and 
no preferred at all. One major objection 
to this philosophy is the high debt ratio. 
Conservatism indicates the maintenance 
of a lower debt ratio so as to be able 
to get additional money at any time 
through sales of bonds even when com- 
mon stock or preferred stock cannot be 
sold. Some combination of mortgage 
bonds and serial debentures plus bank 
loans and a minimum of preferred has 
been suggested as one answer. 


The current high cost of money is 
not likely to hurt the average utility 
company very importantly unless it lasts 
for some time and becomes more or 
less permanent. For the average utility 
has obtained most of its present capital 
at much lower average rates. So when 
the present cost is averaged in to the 
total cost, the average is still not very 
high. However, the form of financing 
under present high money rates is im- 
portant in, its effect on pretax earnings 
and earnings after taxes. For example, 
if we assume that a company is allowed 
a 6% return on net additions of plant 
or capital, the effect of higher money 
costs on the balance for the common 
stock after interest charges and pre- 
ferred dividends is important. If we 
consider just the new construction for 
this year and assume a 6% return on 
that money alone, then the effect of the 
higher cost of money on this segment of 
the total plant or capitalization can be 
significant. 

If a utility has to pay 444% for bond 
money and 5% to 514% for preferred 
money, the margin left over out of a 
6% return is much lower than the mar- 
gin would have been under the rates 
paid a year ago by the average utility. 
Thus earnings available for the com- 
mon stock on new increments of plant 
are reduced by higher money costs as 
each segment of new plant goes into ser- 
vice and new securities are sold to pay 
for this segment. 


Higher money rates—higher than we 
were used to for years past—may be 
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here to stay more or less permanently. 
But some slight easing may occur from 
time to time. The average utility with 
a large construction program may have 
to start discussions with its state regu- 
latory commission with reference to an 
upward adjustment in rates to offset this 
steady erosion of earnings caused by 
higher and higher costs of money. For 
not all the financing can be done by 
debt securities. And the companies must 
be allowed to earn a return that will 
provide earnings adequate to attract 
the huge amounts of new capital neces- 
sary for the construction programs. And 
this new capital must be attracted in 
competition with the new capital for 
other industries. 


THERON W. LOCKE, 
GOODBODY & CO. 


THE Not-So-Poor RAILROADS 


Those perennially poor relations—the 
railroads—would seem to be in for some 
better times. The gloom-and-doom as- 
sayers often go too far back and usu- 
ally ignore the outstanding financial 
house-cleaning during and since World 
War II. Indication of professional re- 
gard for railroads is the fact that life 
insurance companies own more than 
one-third of outstanding rail bonds. 


Net income was at a new high in 
1955 at $925 million. Net working capi- 
tal was also over $900 million, best cur- 
rent position in ten years. A record in 
cash dividends of $420.5 million was 
set last year, the best since the late ’20s, 
and payments have been on a generally 
rising scale since 1949. As a group, 
dividends are substantially covered by 
earnings and a number of increases and 
extras would appear to be in the cards 
by the end of 1956, for what will prob- 
ably be another new over-all high. 


Near-completion of dieselization has 
largely terminated this main source of 
cost-cutting. The gas turbine appears 
years away. Replacement of old freight 
cars has been accelerated and the back- 
log of orders for new cars is at a record 
high. Labor costs have been closely 
watched and, surprisingly indeed, total 
payrolls have actually decreased 5.1% 
since 1951. Total employment figures for 
that year were 1,275,744, against 1,058,- 
216 last year. This trend is being ac- 
complished through mechanization and 
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by not replacing retiring help. Also, 
growth in average freight train length 
from 48 cars in 1929 to 66 in 1955 has 
been a potent factor, hauling more ton- 
nage with less labor. 

The billions poured into plant post- 
war have put the roads in the spanking- 
est shape in history. This would be a 
strong plus factor in times of stress and 
much maintenance could be deferred 
should earnings noticeably decrease. Re- 
duction of debt has perhaps been more 
noteworthy than in any other industry. 
Capitalizations have been substantially 
strengthened by paying off long term 
debt and by refunding at lower rates. 

Another major cost-cutting possibility 
is centralized traffic control (CTC). 
Possibilities here are only beginning to 
be explored and through its use much 
trackage may be eliminated. This result- 
ant.capital saving, plus lowered mainte- 
nance costs, will be important over com- 
ing years. Piggyback freight is being 
pushed as a chance to recover traffic 
lost to trucks in recent years. There are 
several systems of piggyback, with some 
one-trailer carriers, some _ two-trailer 
cars and even special containers placed 
on ordinary or specially built flat cars. 

There is certainly much remaining to 
be done in the matter of yard improve- 
ments. Hours saved through electronic 


sorting of cars and control through tele- 
vision cameras in modern hump yards— 
the newest are being situated away from 
metropolitan centers, by the way, on 
cheaper real estate and with attendant 
lower taxes—arrive later in the net-in- 
come result. Some improvement projects 
have paid out the entire cost in savings 
over two years. “Magic brain” compu- 
ters, too, are beginning to effect better 
utilization of available freight cars, as 
they do in accounting and passenger 
servicing. Additional mechanization of 
maintenance equipment will take place 
with resultant savings. 


In passenger operations, some pro- 
gress is being made, even by losing 
passengers to the air lines. Mileage is 
being abandoned where approval is 
forthcoming from regulatory commis- 
sions. Not many managements appear 
to have much faith in experimental pas- 
senger equipment. Incidentally, the num- 
ber of passenger cars in use has steadily 
declined to 31,800 at the end of 1955 
and passengers carried fell from 910 
million in 1944, the peak war year, to 
432 million last year. Passenger service 
has produced a deficit every year since 
1946. Mail revenues have also decreased 
each year since 1951. 


A growing trend is the formation of 
supplementary trucking companies to 
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handle less-than-carload shipments and 
to substitute for rail service on branch 
lines. 


World-wide demand for energy, par- 
ticularly from Europe, has seen the re- 
surgence of the sofi coal industry. Eng- 
land is no longer competitive and is an 
importer on balance. The continent has 
been signing contracts calling for de- 
liveries over the next five years and 
dumpings at Tidewater ports are break- 
ing records monthly. To this overseas 
demand is added the increasing require- 
ments of domestic power companies plus 
the power load of projected atomic de- 
velopments. Significantly, the first alum- 
inum smelter to use other than hydraulic 
power is now being located near soft 
coal fields. The chemical laboratory, 
also, has discovered that fine chemicals 
can be produced from coal. Our expand- 
ing economy over the foreseeable future 
will have use for all available energy 
and will make for profitable operation 
for a number of coal roads. 


Much of the view-with-apathy attitude 
toward the rails has been caused by the 
recent three year wage settlement with 
the non-operating unions which will 
raise this year’s costs somewhat but the 
offsetting request for compensating 
feight rate increases should be swiftly 
acted upon by the ICC, which has shown 
a more sympathetic attitude. 


The fourth quarter gives every ap- 
pearance of being a full one for both 
the general economy and for the rail- 
roads. Full scale auto and steel produc- 
tion, together with the prospect of a 
burst-at-the-seams Christmas shopping 
period, will set the trend and wind up 
1956 as a record, or close-to record, 
year. Railroad shareholders 
would appear to be in for some happy 
reading when full-year results are totted. 


business 


For those with the puzzling task of 
maintaining income in the constant race 
with inflation, a look in the direction of 
any of several railroads may be re- 
warding. A number of the upper case 
stocks of the industry show yields of 
a4 to 644% on present prices. As for 
capital gain potential, it would not ap- 
pear logical for such an unusual dis- 
parity of yield between these and aver- 
age industrial issues, granted that some 
difference has almost always of late 
decades been present in the market, to 
obtain for any lengthy period. Market 
history records the eventual narrowing 
of similar yield spreads. 


Gorpbon L. HEIMER, 
PYNE, KENDALL & HOLLISTER 
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More Economy—LEss TAXATION 


A look at the Administration’s tenta- 
tive aims for 1957 would seem to sup- 
port the thesis that the difference be- 
tween today’s major political parties lies 
in degree rather than basic principles. 
New programs in many areas, extension 
of existing setups, joint road building 
under the recent legislation with state 
cooperation, more aid to mortgage fi- 
nancing, hospital and school construc- 
tion, foreign aid (although this sector 
seems in for more careful scrutiny) and 
other projects impossible to enumerate 
here are on the table. The Democratic 
legislative majority is also certain to 
miss no opportunity to make political 
capital by introducing measures calcu- 
lated to demonstrate their liberalism, 
which will add to the excessive outpour- 
ing of funds. 


The Administration has already indi- 
cated that the “temporary” 52% corpo- 
ration tax rate will again be extended 
come April 1. This spells out no easing 
of individual taxes in the coming year 
unless of the most inconsequential na- 
ture. The question is how taxes can ever 
be lowered and the debt burden reduced 
if this cannot be accomplished in times 
of full employment and high-level pros- 
perity. 

The Republican Party has tradition- 
ally been the party of sound money and 
fiscal conservatism although admittedly 
far more flexible than it once was. 
Granting the compulsions of practical 
politics to which all elected officials 
bow if they wish to be reelected, it still 
appears imperative to strive for some 
future relief through reduction of outgo, 
short of a state of war. However, there 
will be none if the 1957-58 projected 
budget of over $70 billion continues un- 
changed. Less spending, not more, 
should be the goal for the next four 
years to protect the already shrunken 
value of the dollar, and there is at hand 
the blueprint of the Hoover Commission 
as a guide. 


There are other important matters 
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which should occupy the Administra- 
tion, such as an impartial study of our 
entire tax framework. The complications 
and inequities of the existing income 
tax statutes are proverbial and, addi- 
tionally, the country is too dependent 
upon this source as compared, for ex- 
ample, with Canada which uses excises 
to a greater extent. The entire Social 
Security system needs an overhauling, 
too, but this is such a political hot po- 
tato that probably nobody in Congress 
wants to touch it. Last, but not least, 
liberalization of taxation of dividends 
and reduction of the capital gains hold- 
ing period would assure increased mo- 
bility of capital and would help to at- 
tract the large amounts of equity capi- 
tal which the growing economy will 
demand. 


Somewhere along the line, it may 
occur to those in high places that, re- 
gardless of political expediency, national 
economic health urgently requires a 
complete checkup by the best doctors. 
Figures just released by the Tax Foun- 
dation show that all levels of government 
are spending, taxing and going into debt 
at record rates, with expenditures in 
fiscal 1956 up $7 billion from the previ- 
ous year to a resounding $104 billion 
total, or about $695 per person. This is 
all very fine in peacetime but in a world 
full of international tensions a topheavy 
debt and taxation position could hardly 
be considered an asset in the event of 
armed conflict. 


HicuH-GrapE BLUuEs 


In contrast with the voters’ negative 
attitude toward creation of new public 
debt issues in the 1955 elections, this 
November’s balloting reflected a more 
receptive mood, with incomplete returns 
indicating some $2.5 billion approved 
out of about $2.7 billion submitted. At 
the closing levels of November, however, 
with the D-J index of 20 representative 
20 year tax-exempt obligations at a 
nineteen year average low yield of 
3.29%, dealers had little to be cheerful 
about, as this marked the eighth con- 





secutive week of decline in this yard- 
stick. 


The officials who face the task of 
placing the new issues will likewise be 
on the anxious seat to await a favorable 
moment in this tightly competitive field. 
Commercial banks are in no position to 
expand their portfolios because of con- 
tinuing loan demands and, even though 
trustees are reported more active be- 
cause of the sharply improved yields 
now available, supported by some indi- 
vidual salting down of stock profits, the 
ample supply of tax-exempt offerings 
remains a chief factor in keeping yields 
at today’s generous levels. Substantial 
pending taxable offerings will also ex- 
ert competitive pressures in the money 
market, most of them being eleventh 
hour capitulation by previous corpora- 
tion holdouts against high money costs. 


Because of the sharp declines which 
many of the revenue bond group have 
suffered, especially the toll road issues, 
not to exclude many general obligation 
municipals, these markets have felt the 
crosscurrents of year-end tax selling, 
something most uncommon in this area. 
Although it may be too soon to try to 
call the turn on a forecast of money 
rates, which show every indication of 
remaining around present levels for 
some time to come, some observers ex- 
press the opinion that the tax-exempt 
field, in general, has taken compara- 
tively more than its share of buffeting 
from tight money and_ that attractive 
commitments can be found for the long 
term. 


Stocks Less ATTRACTIVE? 


There are many uncertainties in the 
touchy world situation as well as in 
business to give the stock investor pause. 
In spite of the impairment of the rela- 
tions of the Big Three, Great Britain 
and France will be looking to this coun- 
try for financial and material assistance 
to counter the effects of the Suez Canal 
closure for probably six months, Piled 
atop a tight money squeeze, which may 
become even more acute if the discount 
rate is raised again, the combined force 
of these elements has weighed down 
the stock market during the autumn. Tax 
selling in above normal volume has also 
been a depressant. 


In late November, the D-J industrial 
average was parked around the middle- 
460 level, although the last trading day 
saw a six-point bulge to 472. Because 
this 460 resting place has acted as a 
resistance point for tired stocks five 
times during this year, it has been re- 
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garded as marking a demand area; 
however, there seems no very strong 
conviction on the part of market tech- 
nicians that it is invulnerable to assault. 

In spite of the generally optimistic 
forecasts for continuation of high-level 
business activity well into, and even 
throughout, the coming year, bearish- 
ness is on the increase in the Street. 
Some express the thought that the mar- 
ket is due for a prolonged correction 
after its years of prosperity but on as 
selective a basis as the rise in stock 
prices has been. Although the rate of 
industrial activity may remain high, 
profit margins may be in for revision 
in varying degree, to which stock prices 
must adjust themselves. Longer-range 
outlook, however, remains excellent ac- 
cording to majority sentiment. 


Institutional investors primarily in- 
terested in current return are reported 
more active in bonds than stocks as 
sharply higher yields on corporation and 
tax-exempt obligations have become 
available. Trustees are likewise placing 
greater emphasis upon the fixed-income 
division. Individuals are not generally 
students of the bond markets, unless in 
the upper-brackets, although some brok- 
erage houses are trying to inform them 
of the attractive returns now offered in 


this field. 
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Bank Fiduciary Fund Reports 


Charles E. Treman, Jr., vice president 
of Tompkins County Trust Co., Ithaca, 
reported* the continuing satisfactory 
operation of the Bank Fiduciary Fund, 
in the absence of its president, Charles 
Buek, also vice president of the United 
States Trust Co., New York City. Mar- 
ket value of assets at July 31st was $4.4 
million and new shares purchased to- 
talled $350,000. The Fund was com- 
posed of 33.48% in Government G and 
K Savings Bonds, 31.63% in other 
bonds and 34.24% in common stocks. 
The last component was made up of 47 
issues worth $1.5 million and with an 
average value of $32,078, broken down 
as follows: industrials—20.83% ; public 
utilities—10.11%; and 3.3% in bank, 
finance and fire insurance companies. 

Mr. Treman stated that the record of 
the Fund thus far was encouragingly 
good in resistance to market fluctua- 
tions, an informal valuation as of Sep- 
tember 27th being $101.89 per unit, 
despite the decline in stock and bond 
prices. The quarterly dividend paid on 


*At annual meeting of New York State Trust 
Division, Oct. 18-19. 
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July 3lst was $.807 per share against 
$.73 one year earlier. Operating ex- 
penses have continued at a minimum 
for the fiscal year, a remarkable ratio 
of 0.1143%, and the 37 participating 
trust institutions appear more than sat- 
isfied with results to date. 


A A A 
Individual Savings Up in 1956 


Liquid savings—currency, bank de- 
posits, securities, savings and loan asso- 
ciation shares—are up 49% compared 
to about 8% increase in personal in- 
come. In the first six months of 1955 
$4.4 billion went into liquid savings, but 
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in the corresponding period of 1956 it 
was $7.3 billion. Some 46% saved for 
a specific goal only (for example, retire- 
ment or a child’s education) while 25% 
saved for emergencies only and 20% 
for a combination of the two, according 
to studies conducted by George Katona 
of the Survey Research enter of the 
University of Michigan. 


Apparently the inclination to save is 
not lessened either by the fear of infla- 
tion or by trust in social security and 
pension plans. Moreover, many people 
saved more than they realized, possibly 
because of the painlessness of payroll 
deductions for bonds. 
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NE OF THE MOST SIGNIFICANT STEPS 
3) taken thus far in the slow climb of 
atomic energy toward economic self- 
sufficiency was the fixing last month by 
the government of the prices for nu- 
clear fuels. 


President Eisenhower announced the 
price schedule on enriched uranium fuel 
for export—to the nations which have 
entered into agreements for cooperation 
with the United States—and the prices 
which the government will pay for plu- 
tonium and uranium-233 produced in 
reactors operated both in the U. S. and 
abroad. 


Part of the significance lies in the 
fact that these prices are based on the 
fuel-energy values of the nuclear fuels 
and not on their values as military 
explosives. In other words, the govern- 
ment is not setting the stage for a sub- 
sidy program under which economic 
nuclear power would be attained through 
high prices for the fissionable material 
produced in reactors operated ostensibly 
for the generation of power. 


The buy-back price for plutonium is 
$12 per gram, or about $5,400 a pound. 
Compared with coal on the basis of the 
b.t.u. content of the two fuels, this is 
the equivalent of about $4.50 a ton for 
coal. 


While the White House announcement 
dealt primarily with the prices to be 
charged for nuclear fuels made avail- 
able to foreign buyers under the Atomic 
Energy Commission program of bi-lat- 
eral agreements, it was also the first 
publication of these prices for domestic 
users of uranium-235. AEC Chairman 
Strauss, in accompanying statement, said 
the prices would be the same for foreign 
and domestic buyers. 


The price schedule for uranium fuel 
enriched in the fissionable isotope, 
U-235, is a complicated one. It starts 
at $5.62 per gram of U-235 content in 
uranium hexafluoride produced in AEC 
plants at Oak Ridge, Tenn., Paducah, 
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Ky., and Portsmouth, Ohio, for the low- 
est degree of enrichment (two parts in 
ten thousand) and goes through some 
50 stages to a top of $17.07 per gram 
for material enriched to 90 per cent in 
U-235 content. All of which may not 
mean much at this stage to the investor 
but it is important to the engineers and 
analysts who are trying to figure out 
just what the ultimate costs of power 
from nuclear fuels will be. 


While U. S. reactor designers have 
had this information under secrecy re- 
strictions for some time, foreign design- 
ers will now be able to carry through 
their estimating of power costs and just- 
ifying the capital investment required. 
Unfortunately, neither the U. S. nor 
foreign experts can come to any final 
conclusions on real costs over the life 
of a reactor because they don’t know 
what it will cost to separate the pluto- 
nium or U-233 produced in reactors 
from. the irradiated fuel elements. 


This. business of fuel reprocessing, or 
chemical separation of the unconsumed 
nuclear fuels from the radioactive fission 
products and other materials used in the 
fuel element assembly, is probably the 
biggest question mark confronting the 
nuclear power economist. The only 
plants available for such processing are 
the multi-hundred-million-dollar facili- 
ties built by the government, first to ob- 
tain the pure plutonium needed for 
weapons and recently to process fuel 
elements from AEC test reactors. 


AEC can probably tell what it costs 
to do this work in its own huge plants, 
built to meet its specialized needs and 
under pressure of military requirements, 
but these costs do not offer a sound 
basis for peacetime nuclear power in- 
dustry. Not only is the job a very com- 
plicated and costly one, requiring all 
sorts of remote control and shielding 
equipment, but different processes are 
required for the different types of fuel 
systems. 


Watch Nuclear Propulsion 


One should never forget that the 
unique and totally distinguishing fea- 
ture of nuclear fuels is the concentration 
of energy. A pound of nuclear fuel is 
roughly the equivalent in heat content 
of 2.5 million pounds of coal. 


With this fact in mind, the uses of 
nuclear fuels which promise earliest 
economic reward are those for which 
the bulk of conventional fuels makes 
them bulk largest in the cost of applied 
energy. This is the simple reason why 
submarine propulsion was the first prac- 
tical proof of the advantages of nuclear 
fuel. The Nautilus will soon have two 
years of successful operation and nu- 
clear propulsion will have an influence 
on naval ships no less revolutionary than 
did steam. 


Westinghouse has recently been 
awarded a contract to. supply nearly 
$25 million worth of nuclear propulsion 
equipment for six high speed subma- 
rines, in addition to the contracts al- 








FIRST U. S. ATOMIC ELECTRIC PLAN 


Delegates from 81 nations to International 
Atomic Energy Agency see reactor pressure 
vessel being placed in container at Shipping- 
port (Pa.) plant of Duquesne Light Co. 
Westinghouse Electric Co. is building the 
reactor for operation in 1957 when it will 
feed into the utility's power system. 
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ready held for five submarines, a carrier 
and a cruiser. General Electric and Com- 
bustion Engineering are heavily engaged 
in the development of nuclear power 
units for the propulsion of naval vessels. 


Babcock & Wilcox will build the nu- 
clear power plant for the first commer- 
cial vessel to be powered by atomic 
fuels. It will be a pressuried water 
system to develop 20,000 shaft horse- 
power for a 12,000 ton cargo vessel of 
21 knots speed. Total cost of nuclear 
power plant development and manufac- 
ture is estimated at $22 million, in addi- 
tion to the $18 million for the ship itself. 
It is a safe bet that before the first 
nuclear cargo ship completes its tests, 
others will be on the ways. 


Unfortunately, n uc lear propulsion 
systems can’t be made ready in time 
to relieve the current crisis in overseas 
oil transportation, but there’s no reason 
to discount the need for more tanker 
capacity five to ten years from now. 
High speeds and quick turnaround in 
the tanker business means the high-capi- 
tal-cost nuclear propulsion system can 
be kept busy. The next session of Con- 
gress may see new developmental tank- 
er projects to speed the day when, as 
T. Ellwood Webster of Catalytic Con- 
struction Co, put it, “atomic energy 
will be used to move the world’s prem- 
ium raw material—oil.” 


Technology is Where You Find It 


Du Pont built and operated, for the 
duration of the war, the great Hanford 
plutonium works on the Columbia River 
in Washington, then withdrew, by initial 
contract arrangement, after the war was 
over for reasons reported as including 
the belief that the peacetime atomic 
energy field was a business for the fab- 
ricators of things—power plant equip- 
ment—not for chemical processors. 


When AEC decided to build the Sa- 
vannah River plant, also for the produc- 
tion of plutonium, Du Pont was called 
back. The reactors at the Savannah 
River plant are moderated by heavy 
water, all designed and built by Du 
Pont, all highly successful. The effici- 
ency of this system makes it highly ap- 
pealing for nuclear power plants. There 
is no major project in the U. S. atomic 
power program for a plant using the 
heavy water system, but it is one which 
many nuclear engineers say holds very 
great promise. 


It was natural that when the Commis- 
sion wanted a study made of the eco- 
nomic feasibility of generating electric 
power from heavy water reactors, Du 
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Some of the 25,000 visitors at exhibits of the Second Annual Atomic Trade Fair held on 





Chicago’s Navy Pier and sponsored by the Atomic Industrial Forum, a unique trade 

association which has often acted as a link between the Atomic Energy Commission and 

American business. Last year’s fair in Washington drew 78 exhibitors, this year’s 121... 

The estimated annual dollar volume of American nuclear industry now — 14 years after 

the sustained chain reaction in Chicago in 1942 — is $2.5 billion. The capital requirements 

of the American nuclear power program have been estimated at $3.5 to $7 billion over the 
next ten years. 





Pont was called on again. The company 
has agreed to do the job and will report 
its findings to the AEC. It is only a study 
project, not a development or construc- 
tion job. 


A Perspective on the Atom 


“Any business man who sees atomic 
energy as a blooming field of early and 
easy profits is a daydreamer, not an 
optimist,” according to the authors of 
a new book, “Atomic Energy For Your 
Business,” by Eugene M. Zuckert, for- 
mer member of the Atomic Energy 
Commission, and Arnold Kramish, a 
physicist at Los Alamos during the war 
now with the Rand Corporation. 


The book covers the history—scienti- 
fic and political—of atomic energy de- 
velopment, the applications of atomic 
energy, and some of the current prob- 
lems. It has a technical supplement 
with an understandable explanation of 
nuclear science. 


Zuckert and Kramish are optimistic, 
but realistic. They say atomic energy 
will be “stimulative in its net economic 
effect,” and that there is no escape for 
the business man “from the obligation 
to keep himself informed about atomic 
energy.” 


Mr. Zuckert, who is now a consultant 
in Washington, should be in a position 
to assist the business man in meeting 
such an obligation and the book is a 
substantial contribution. It makes one 
thing clear: the government will never 


be entirely out of the atomic energy 
business. The authors make a good case 
that this is a primary reason for the 
banker, the doctor, the retailer, the law- 
yer, the manufacturer, the financier, the 
teacher, in fact, any citizen worthy of 
the privilege, to be informed and take 
an interest in the development of atomic 
energy and the manner in which the 
government guides and manages that 
development. 

“Atomic Energy For Your Business” 
will give any business man a _ helpful 
steer as to what he might do in the field, 
but it will give any reader a wholesome 
perspective on the atom and the news 
he reads almost daily about things 
atomic. For an understanding of the 
principles of atomic energy, the layman 
without a scientific education will also 
find the book by Selig Hecht “Explain- 
ing the Atom” of real help and unusual 
interest. After all, since we will be liv- 
ing more and more in an Atomic Age, 
it is rather well to know its nature. 


Atomic Trade Channels 


Someday, the concern of governments 
with atomic energy may relax to a point 
permitting trade in fissionable materials 
akin to trade in other fuels, but for some 
years to come, exporters of the equip- 
ment for nuclear power plants will do 
business through the channels establish- 
ed by governments. To date, U. S. assist- 
ance or sales to other nations can only 
be through the channels set up in the 
bi-lateral agreements for cooperation 

(Continued on page 1126) 
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Prior to 1940 Scientists at the Gen- 
eral Electric Research Laboratory were 
discovering facts about the structure of the 
atom that contributed to the separation 
of U-235 from natural uranium in 1940. 


- mira: aan Fy ~ , 5 

1950 General Electric was assigned the 
job of developing an atomic power plant 
at the Knolls Laboratory for the U.S. 
Navy submarine Seawolf. The Seawolf 
was launched in 1955 for final outfitting. 


— 
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1956 In addition to domestic orders, Gen- 
eral Electric — through the International 
General Electric Co.— announced sales 
of an atomic research reactor for Spain 
and a power reactor for Latin America. 


1942-45 General Electric developed 
and produced complex power-supply ap- 
paratus and control and instrumentation 
for the vast Manhattan District project that 
made the first atom bombs for the U.S. 


Eee 
1951 Work on the development of a 


nuclear propulsion system for aircraft was 
begun by General Electric for the govern- 
ment at Evendale, O., and is continuing 
here and, more recently, at Idaho Falls, Id. 


7iy i} 
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1956 Construction began on the multi- 
million-dollar General Electric Vallecitos 
Atomic Laboratory in California. It is ded- 
icated to developing civilian uses of atomic 
energy, and will be completed in 1957. 


1946 Since the end of World War II, 


General Electric has been operating, for 
the government, the giant Hanford Atomic 
Works in Washington State, producing 
plutonium for the nation’s defense effort. 


1955 After Congress opened atomic 
development to private industry, General 
Electric established a department that is 
designing, developing, manufacturing and 
marketing atomic reactors and equipment. 


1957 A G-E experimental reactor will 
help bring about 5,000 kw. of atomic power 
to the San Francisco area. Steam from the 
reactor will be furnished Pacific Gas & 
Electric, which will generate the power. 




























1946 General Electric, under contract to 
the A.E.C., has operated the Knolls Atomic 
Power Laboratory in Schenectady, N. Y., 
since 1946, where research into applica- 
tions of atomic energy is being conducted. 





1955 America’s first commercially dis- 
tributed atomic electricity came from the 
prototype reactor G. E. built for the Sea- 
wolf. The contract for Canada’s first atomic 
station was awarded to Canadian G. E. 
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1960 The Chicago area is scheduled to 
get 180,000 kw. of atomic electricity from 
the world’s largest all-nuclear power plant, 
being built by G. E. for Commonwealth 
Edison and the Nuclear Power Group, Inc. 



























at General Electric 


is doing to help 
bring America 


atomic-electric power 


New atomic laboratory will open next year; world’s 


largest all-nuclear power 


Two years ago, Congress 
opened the development of the 
atom to private industry. In that 
short time, America’s businesses, 
working with the government, 
have made significant progress 
toward practical atomic electricity 
while continuing needed defense 
work for our country. 

At General Electric, major con- 
tributions to the defense effort are, 
of course, a vital part of the 
company’s atomic operation. This 
work requires an unusually high 
number of our scientists and en- 
gineers — about 2,250 of them 
plus thousands of other skilled 
people. But since the Atomic En- 
ergy Act of 1954, we also have 
made major investments in both 
manpower and facilities to put 
the atom to work in electric- 
power production and other ci- 
vilian uses. 

Currently, one of the company’s 
major projects is the design and 
construction of the world’s largest 
all-nuclear power plant—Com- 
monwealth Edison’s Dresden Sta- 
tion near Chicago. This 180,000- 
kw. plant is scheduled for regular 
operation by the end of 1960. 


Providing the “tools” 


To help solve the technological 
problems, General Electric is tak- 
ing a long-term risk by investing 
in a new multimillion-dollar 
atomic laboratory near Pleasan- 
ton, Cal. At this laboratory, an ex- 
perimental boiling-water reactor 
will be in use in developing atomic 
reactors for power plants such as 
the big Chicago station. 

Next year, this experimental re- 


actor will help bring about 5,000 


plant to operate in 1960 


kw. of atomic electricity to the San 
Francisco area. Steam from the 
reactor will be furnished the 
Pacific Gas & Electric Company, 
which will then generate the power. 

Another major investment in 
atomic facilities is being made in 
San Jose, 20 miles from the new 
laboratory. Here will be the 
headquarters of General Electric’s 
civilian atomic business — plant 
and equipment for engineering, 
manufacturing and marketing 
power, research and test reactors, 
fuel elements, control systems and 
other components. 


Pioneer fields demand 
risk taking 


These and other commitments 
are being made with the realization 
that atomic energy isa pioneer 
field calling for ingenuity, bold- 
ness and financial risk taking with 
little prospect of a profitable 
return for many years to come. 
Today, the buyer of atomic equip- 
ment knows he is not buying the 
ultimate in atomic power devel- 
opment. And the seller, or manu- 
facturer, pioneers by risking sub- 
stantial amounts of money to do 
now what has to be done to open 
a new industry with future busi- 
ness opportunities for many com- 
panies, large and small. 

As we see it, progress toward 
practical atomic electricity will 
continue only as private businesses 
are encouraged to continue such 
risk taking. The support of an in- 
formed public—and its represent- 
atives in government — is needed 
now more than ever before, so that 
America will have a competitive 
atomic industry that can furnish 
plentiful, economical power to all. 


Progress /s Our Most Important Product 


GENERAL @ ELECTRIC 











made so far between the U. S. and 37 
other nations. 


The prices announced last month for 
enriched uranium sales abroad are 
meaningful to these nations, and to the 
segment of American industry interested 
in the foreign market for things atomic. 
But the market may be reached more 
easily in the years ahead through the 
channels of the International Atomic 
Energy Agency growing out of Presi- 
dent Eisenhower’s 1953 proposal to the 
United Nations for a pooling of tech- 
nology and resources to encourage the 
utilization of nuclear fuels to meet the 
energy needs of all the world. 


The new agency “shall seek to accel- 
erate and enlarge the contribution of 
atomic energy to peace, health and pros- 
perity throughout the world,” according 
to the statute agreed to by 84 nations, 
and eventually may provide a broader 
avenue of foreign trade than is provided 
by bi-lateral agreements. The U. S. has 
pledged 5,000 kilograms of U-235 for 
distribution through the International 
Agency, and has agreed to match the 
contributions of other nations up until 
1960, thereby setting a standard for 
constructive effort toward peace and 
substantially contributing to the crea- 
tion of a world market for the equip- 
ment needed to utilize nuclear fuels. 


Cheaper to Buy It 
David E. Lilienthal, first Chairman of 


the U. S. Atomic Energy Commission, 
once told a story about Mrs. Lilienthal’s 
egg man who disappeared for several 
months during the early part of World 
War II, then showed up again to report 
that he had been working on the build- 
ing of the fabulous plants at Oak Ridge, 
Tenn. Having seen the then unprede- 
dented and unbelievable magnitude of 
the first gaseous diffusion plant, he de- 
cided to go back to peddling eggs, with 
this comment: 
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This 235-ton reactor vessel, heaviest unit of atomic power equipment in the world, was 


designed and built by Combustion Engineering, Inc. The shell will house the reactor at 

the $50,000,000 nuclear power station to be operated at Shippingport, Pa., by Duquesne 

Light Co. beginning late next summer. This is America’s first nuclear reactor vessel for 
commercial electric power. 





“Mrs. Lilienthal, I don’t know what 
they gonna’ make at that plant, but I 
think it would be cheaper for the gov- 
ernment just to go out and buy it!” 


The government hasn’t gotten around 
to buying what is made at the Oak 
Ridge plant, but it has made the first 
contract for the purchase from privately 
owned and operated facilities of the 
uranium salts needed to feed the gase- 
ous diffusion plants. 


General Chemical Division of Allied 
Chemical and Dye Corp. submitted the 
preferred proposal among seven for the 
production and sale to AEC of 5,000 
tons per year of uranium hexafluoride 
feed material for the U-235 production 
plants. 


All of the feed material for the diffu- 
sion plants is now made in government 
owned facilities and while no cost fig- 
ures have been released by AEC, there’s 
no question but that the government is 
finding that Mrs. Lilienthal’s egg man 
was right—it is cheaper to buy it. 

A A A 
@ Du Pont recently made public the re- 
sults of a survey that showed small com- 
panies made up more than nine-tenths 
of its 75,000 customers and 30,000 sup- 
pliers. 
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Garden State Trustmen Meet 
The 28th annual Trust and Banking 


Conference of the New Jersey Bankers 
Association was held at Asbury Park, 
November 14-15. The first day was de- 
voted to the Trust Section with the 
opening address given by Surrogate 
Adrian M. Foley, Jr., of Essex County. 
Problems involved in retention of a 
bank’s own stock in a trust administered 
by it were discussed by William Rowe 
of the Newark law firm of Steelman, 


Lafferty & Rowe. 


The afternoon session began with 
brief committee reports, including a 
recommendation of the Committee on 
Bank Fiduciary Fund that legislation be 
enacted to permit the establishment of 
a mutual trust investment company sim- 
ilar to that existing in New York. Chair- 
man George M. Plain, trust officer of 
Hudson County National Bank in Jersey 
City, revealed that a substantial number 
of trust institutions in New Jersey have 
indicated interest in the idea. 


The preparation, procedure and pro- 
cessing of Federal estate tax returns was 
described by Frank Herzlinger, group 
supervisor of the Federal Estate and 
Gift Tax Section at the Newark office 
of the Internal Revenue Service, Ragnar 
D. Naess, of the investment firm of 
Naess & Thomas, New York, analyzed 
current factors affecting investment 


policy. 
A A A 


“We expect increased new business from 
such recent product developments as our 
Model 1810 Radiation Analyzer, Model 
1820 Radiation Recording Spectrometer, 
DS-5 Scintillation Counter instrument, 
and the Model DS-7 Airborne Oil and 
Uranium Exploration System. Nuclear 
applications are spreading into all phases 
of American Business . . .”—From an- 
nual report of Nuclear Instrument & 
Chemical Corp. 
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on The chips are down, the job is clear. 
be From the depths of the earth, oil men 
of 1 must lift more petroleum than ever be- 
-. fore in history to meet the world’s un- 
ot precedented and ever-growing demand. 
“ | So great, in fact, has the demand be- 
— come, that Cities Service has set the 
we objective of finding and producing more 
oil in the next few years than during its 
‘ entire history of nearly a half century! 
~ Meanwhile, virtually the entire scope 
up of Cities Service activity also continues 
nd to expand to meet soaring demand. 
ice New oil reserves and refining facilities, 
1ar new pipelines and tankers, and new sta- 
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(a)—U. S. Govt. Bond Yields in this series date from Jan. 5, 1943. 
(b)—U. S. Govt. Bond Yields in this series date from April 15, 1953. 
{c)—U. S. Govt. Bond Yields in this series date from Feb. 15, 1955. 
(d)—Tax Exempt Yield Averages in this series date from Dec. 1, 1936. 
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82 
1953 | 1954 | 1955 | 1956 41953 | 1954 | 1955 | 1956 1953 | 1954 | 1955 N 1956 
—— End of Month 
Nov. Oct. Nov. 1956 1951-55 1946-50 1941-45 1931-40 1919-1930 
1956 1956 1955 Range for Period 
1. U.S. Government Yields —....._ 
8-Year Taxable Treas. —....____.__ % 3.66 3.39 2.76 3.66-2.59 2.90-1.43 1.68-0.90 1.32-1.07 (a) (a) (a) 
5-Year Taxable Treas. _.._..__.__-_§ % 3.65 3.46 2.89 3.65-2.67 2.95-1.75 1.87-1.06 1.70-1.24(a) (a) (a) 
10-Year Taxable Treas. _..._._... % 3.53 3.39 2.89 3.53-2.77 3.16-1.95 2.10-1.38 2.10-1.49 (a) (a) (a) 
Bank 2%s, 9/15/72-67 _._____.__ seen: “FO 3.38 3.25 2.89 3.38-2.79 3.16-2.21 2.43-1.96 2.48-2.03 (a) (a) (a) 
Victory 2%, 12/15/67 —.....____-_. % 3.35 3.23 2.88 3.35-2.78 3.31-2.43 2.48-2.08 2.50-2.37 (a) (a) (a) 
3%4s, 1983-78 % 3.34 3.29 2.92 3.34-2.87 (b) (b) (b) (b) (b) 
3s, 1995 % 3.31 3.26 3.00 3.31-2.96 (c) 
2. Corporate Bond Yields _.____ Scan 
Aaa Rated Long Term _..._»_>_>>>SSs 3.74 3.65 3.13 3.74-3.07 3.44-2.65 2.91-2.45 2.88-2.59 6.75-2.70 6.38-4.42 
Aa Rated Long Term __ % 3.83 3.72 3.20 3.83-3.15 3.52-2.70 2.98-2.53 3.06-2.66 7.03-2.90 6.84-4.59 
A Rated Long Term —__.__ % 3.96 3.85 3.30 3.96-3.26 3.69-2.87 3.28-2.67 3.39-2.78 9.23-3.35 7.71-4.91 
Baa Rated Long Term — % 4.32 4.20 3.59 4.32-3.57 3.90-3.15 3.57-2.93 4.47-3.06 12.96-4.42 8.56-5.32 
8. Yax-Exempt Bond Yields = 
Aaa Rated Long Term — % 3.01 2.72 2.21 3.01-2.17 3.18-1.28 1.98-0.90 1.84-0.93 2.81-1.56 (d) (d) 
Aa Rated Long Term _.....___.__. % 3.29 3.04 2.33 3.29-2.37 3.24-1.37 2.21-1.04 2.11-1.21 3.02-1.78 (d) (d) 
A Rated Long Term ____ % 3.69 3.31 2.70 3.69-2.72 3.35-1.72 2.64-1.28 2.49-1.49 3.29-2.11 (d) (d) 
Baa Rated Long Term —__....___-_. ws WH 4.12 3.77 3.20 4.12-3.20 3.79-1.98 3.05-1.57 2.94-1.80 3.71-2.60 (d) (d) 
4. Preferred Stock Yields —..... ~ 
Industrials—High Dividend Series 
High Grade % 4.41 4.29 3.91 4.41-3.90 4,24-3.80 4.09-3.28 4.37-3.55 6.54-3.83 6.79-4.75 
Medium Grade _......____ % 5.00 4.91 4.48 5.00-4.49 5.28-4.45 6.08-4.14 5.94-4.33 12.73-4.91 8.05-5.61 
Industrials—Low Dividend Series 
High Grade % 4,24 4.01 3.69 4.24-3.69 4.02-3.45 3.92-3.27 (e) (e) (e) (e) 
Metium Grade % 4.84 4.63 4.09 4.84-4.08 4.39-3.80 4.20-3.52 (e) (e) (e) (e) 
Utilities—Low Dividend Series 
High Grade % 4.54 4.37 3.96 4.54-3.92 4.45-3.77 4,24-3.40(e) (e) (e) (e) 
Medium Grade —._______. . % 4.78 4.66 4.25 4.78-4.25 4.87-4.17 4.65-3.69 (e) (e) (e) (e) 
5. Common Stocks 
125 Industrials—Prices (g) ~~ -145.04 146.17 148.78 158.98-140.11 145.67-64.91 64.46-43.20 49.30-22.69 49.10-10.56 78.06-34.81 (f) 
125 Industrialsk—Div. (g) — 8 5.88 5.89 5.69 5.89-5.72 5.71-4.138  4.44-1.76 1.94-1.52 2.05-0.72 2.53-2.16 (f 
125 Industrials—Yields _._.._-__ % 4.05 4.03 3.96 4.08-3.68 6.84-3.63 7.29-3.20 7.71-3.56 10.13-2.59 6.21-3.19 (f) 


(e)—Low Dividend Preferred Yield Averages in this series date from 

Jan. 2, 1946. 
(f)—125 Industrials Averages date from Jan. 1, 1929. 
(g)—Dollars per share. 
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The Trustee’s Dilemma 


RETENTION OR DIVERSIFICATION OF INVESTMENTS 


| get International Dictionary 


gives three definitions for the word 
“dilemma” and two of them are very 
fitting for our subject: 


“1, An argument which presents 
an antagonist with two or more alter- 
natives (or ‘horns’) but is equally 
conclusive against him, whichever 
alternative he chooses. 


“2. A choice or a situation involv- 
ing choice, esp. in actions, between 
equally unsatisfactory alternatives; a 
quandry. 


‘A strong dilemma in a desperate 
case! To act with infamy, or quit 
the place.’ Swift” 


The trustee’s position with respect to 
diversification or retention of invest- 
ments is a real dilemma since, in the 
final analysis, all decisions are bottomed 
on prudence and both the strength and 
weakness of rules imposing prudence as 
a standard of fiduciary conduct are in 
their generality. 


At the outset, I want to stake out the 
factual pattern or area with which we 
are going to be concerned. It involves a 
trust where: (1) a substantial portion 
or all of the trust corpus consists of one 
security; (2) the instrument establishing 
the trust does not contain a direction to 
retain; (3) the trustee cannot obtain 
effective consents or “sign-offs” from 
beneficiaries; (4) the trustee is unable 
to obtain periodic and effective court 
approval or instructions; (5) the in- 
vestment qualifies as a prudent one ex- 
cept for the problem of diversification; 
and (6) the trustee has the sole invest- 
ment responsibility. 

As liability is only predicated on duty, 
we should talk first about whether and 
when a duty to diversify does exist. 

I intend to present some generalized 
views and impressions culled from an 
exhaustive review of all American au- 
thorities on the subject made by our 
office a year or so ago. 


Investments Initiated by Trustee 
Andrew Carnegie’s admonition to 


From address before Mid-Continent Trust Con- 
ference, Nov. 16, 1956. 
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FREDERICK O. DICUS 


Chapman and Cutler, Chicago, Illinois 


“place all your eggs in one basket and 
then watch the basket” may be sound 
advice for the individual investor, but 
as a general rule it is hardly the applic- 
able standard governing investments ini- 
tiated by the trustee itself. 


It is clear from the authorities that 
diversification is a prime element to be 
considered in prudent investment prac- 
tice.' In most states where the problem 
has been presented, courts have recog- 
nized that diversification is a sound in- 
vestment policy; but unanimity is lack- 
ing in the extent to which diversification 
is imposed as a duty, if at all, and the 
limits or standards by which prudent 
diversification is to be measured.” Even 
in Massachusetts, for example, where 
the cases have generally recognized the 
advisability of diversification. they have 
not imposed diversification as an abso- 
lute rule of law. A few states, on the 
other hand, deny the existence of an 
affirmative rule of diversification even 
where investments are initiated by the 
trustee.? In a few jurisdictions some de- 
gree of diversification is achieved by the 
imposition of statutory maximums in 
terms of percentage or dollar limitations 
on single investments.* 


As a result, it cannot be said that 
diversification is an absolute and inflex- 
ible rule of law, but there certainly is a 
strong presumption in favor of diversifi- 
cation. Being no more than a presump- 


1Scott, The Law of Trusts, Second Edition, Sec. 
228, hereafter cited by the shorter form, Scott on 
Trusts; Bogert, The Law of Trusts and Trustees, 
Sec. 612; Restatement of the Law of Trusts, Sec. 
228; Appeal of Dickinson, 152 Mass. 184, 25 N.E. 
99 (1890); First National Bank of Boston v. 
Truesdale Hospital, (Mass. 1934), 192 N.E. 150; 
Pennsylvania Company for Insurance on Lives and 
Granting Annuities v. Gillmore, 142 N.J. Eq. 27, 
59 A. 2d 24 (1948); McAllister v. McAllister, (N.J. 
1936), 184 A. 723; Security Trust Co. v. Appleton, 
303 Ky. 328, 197 S.W. 2d 70 (1946); Warmack v. 
Crawford, (Mo. 1946), 195 S.W. 2d 919. 


“In re Adriance’s Estate, 260 N.Y.S. 173 (19382); 
In re Gottschalk’s Estate, 4 N.Y.S. 2d 13 (1938); 
In re Lentz’ Estate, 364 Pa. 304, 72 A. 2d 276 
(1950); In re Saeger’s Estate, 340 Pa. 73, 16 A. 2d 
19 (1940); North Adams National Bank v. Cur- 
tiss, (Mass. 1932), 180 N.E. 217; Warmack v. 
Crawford, (Mo. 1946), 195 S.W. 2d 919; In re 
McCann’s Will, (Minn. 1942), 3 N.W. 2d 226. 


8See New York and Pennsylvania cases under 
Note 2. 


4For example, Wis. Stat., 1955, Sec. 320.02; Tenn. 
Code Ann., Secs. 35-308, 309, 310. 


tion, however, the basic rule in the final 
analysis is one of prudence. The Re- 
statement of the Law of Trusts, (Sec. 
228, p. 660) for example, provides that: 


“Except as otherwise provided by 
the terms of the trust, the trustee is 
under a duty to the beneficiary to dis- 
tribute the risk of loss by a reason- 
able diversification of investments un- 
less under the circumstances it is pru- 
dent not to do so.” 


Thus, the duty is to be prudent, and 
this in turn involves the true relationship 
between prudence and diversification in 
all instances. Since the presumption is 
strongly in favor of diversification, the 
trustee who does not diversify his own 
investments has the burden of establish- 
ing the prudence of his conduct. In the 
absence of express authority to the con- 
trary contained in the governing instru- 
ment or applicable statutes, few fiduci- 
aries, if any, would wish to undertake 
such a burden. Even where there is such 
a grant of authority, the extent to which 
the basic presumption may be ignored 
depends entirely upon the provisions of 
the governing instrument and the cir- 
cumstances of the case. Supine reliance 
upon the literal word or grant of au- 
thority may not be prudent in all cir- 
cumstances. 


Seldom does a surcharge case turn 
upon an isolated issue of fact or law. In 
most cases the courts have been influ- 
enced by many factors and have not 
been too articulate in spelling out pre- 
cise grounds for their decisions. As a 
consequence, the case law on the sub- 
ject leaves something to be desired for 
those who insist upon positive declara- 
tions of law, and generalizations under 
such circumstances are difficult. 


In our own jurisdiction, no case has 
been found wherein diversification as 
an isolated, distinct, and affirmative duty 
has been spelled out clearly. In one case. 
however,® the trustee was surcharged 
for an improper investment and reten- 
tion of securities in a hotel corporation. 


5In re Estate of Sanders, 304 Ill. App. 57 (1940). 
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GENERAL 
PORTLAND 


COMMON 
STOCK 
DIVIDEND 


The Board of Directors of General 
Portland Cement Company has this 
day declared a dividend upon its 
Common Stock of 45 cents per 
share with respect to the quarter 
ending December 31, 1956, and a 
further year-end dividend of 50 
cents per share, both payable De- 
cember 14, 1956 to stockholders of 
record at the close of business on 
November 30, 1956. The stock 
transfer books will remain open. 


HOWARD MILLER, 
1, ene 19, 1956 Treasurer 

















GENERAL 
PRECISION 
EQUIPMENT 

al CORPORATION 


NOTICE OF DIVIDENDS 


The Board of Directors has declared 
the following dividends, each pay- 
able December 15, 1956, to stock- 
holders of record at 3:30 PM, 
November 30, 1956: 


$4.75 CUMULATIVE PREFERRED STOCK 
The regular quarterly dividend of 
$1.18% per share. 
$1.60 CUMULATIVE CONVERTIBLE 
PREFERENCE STOCK 


A quarterly dividend of 40 cents 
per share. 








COMMON STOCK 
A dividend of 60 cents per share. 


E. B. HENLEY, JR., Secretary 
November 13, 1956 














BALTIMORE GAS AND 


ELECTRIC COMPANY 
BALTIMORE + MARYLAND 


QUARTERLY DIVIDENDS 


Dividends of $1.1214 a share on the 414% 
Preferred Stock, Series B; $1.00 a share on 
the 4% Preferred Stock, Series C; and 40 
cents a share on the Common Stock, have 
been declared for the quarter ending 
December 31, 1956, all payable January 2, 
1957, to holders of record at the close of 
business on December 14, 1956. 


CHARLES P. CRANE 


Chairman of Board and President 


Dividends paid on Common Stock without 
interruption or reduction since 1910. 








DECEMBER 1956 





The court emphasized several derelic- 
tions of duty which alone, perhaps, 
would have justified or influenced sur- 
charge. Only one sentence in the whole 
opinion touches upon the question of di- 
versification and it is difficult to say 
that the case really turned upon that 
point. It is interesting to note, however, 
that Professor Scott® cites this case as 
authority for the proposition that divers- 
ification has been recognized as a re- 
quirement in Illinois. 


Investments Received from Trustor 


While most of the recorded cases 
stressing diversification involve a review 
of investments made by the trustee it- 
self, our concern today is usually with 
cases where the investment concentra- 
tion is acquired from the creator of the 
trust. 


Where no power of retention is grant- 
ed either by the controlling instrument 
or by applicable statutes, many cases 
have held that the trustee has no greater 
right to retain than he would have had 
to make the investment in the first in- 
stance.‘ It would appear, therefore, that 
the presumption in favor of diversifica- 
tion is not dispensed with except by re- 
tention authority whether expressly 
granted by the trust instrument or by 
statute, or whether it can be implied 
from other pertinent circumstances. 


However, the law is not static in the 
trust field. Changing times and condi- 
tions even affect pronouncements of text 
writers, and it is interesting to note that 
in the second edition of Scott on Trusts 
published this year, Professor Scott ap- 
parently makes a slight change in posi- 
tion which is significant. In Section 
230.3 of the first edition published in 
1939, he took the position that if the 
securities left by a testator included a 
very large proportion of a single issue 
the trustee should sell some of them to 
achieve a proper diversification. He also 
took the position that the trustee would 
be relieved of a duty to diversify if it 
were expressly so provided in the trust 
instrument but expressed doubt as to 
“whether a general authorization to re- 
tain securities is sufficient to dispense 
with the requirement of diversification,” 
although he fully recognized the signifi- 
cance and controlling effect of a reten- 
tion authority regarding specifically 
named securities. In this section of the 
second edition, Scott now states (with- 


®Scott on Trusts, Sec. 228. 


7For example, Paul v. Girard Trust Co., (C.C.A. 
7th, 1941), 124 F. 2d 809; Dickerson v. Camden 
Trust Co., (N.J. 1947), 53 A. 2d 225; In re Lewis’ 
Estate, 344 Pa. 586, 26 A. 2d 445. 





2 % 
ZR UNITED FRUIT 


230th 
Consecutive 
Quarterly Dividend 


A dividend of seventy-five cents 
per share on the capital stock of 
this Company has been declared 
payable Jan. 15, 1957, to share- 
holders of record Dec. 7, 1956. 
EMERY N. LEONARD 








Secretary and Treasurer 
Boston, Mass., November 19, oat” 














SSS 


CELANESE 


CORPORATION OF AMERICA 
180 Madison Avenue, New York 16, N. Y. 


Te Board of Directors has this day 


declared the following dividends: 


414% PREFERRED STOCK, SERIES A 
The regular quarterly dividend for 
the current quarter of $1.1214 per 
share, payable January 1, 1957, to 
holders of record at the close of busi- 
ness December 7, 1956. 


7% SECOND PREFERRED STOCK 


The regular quarterly dividend for 
the current quarter of $1.75 per share, 
payable January 1, 1957, to holders 
of record at the close of business 
December 7, 1956. 


COMMON STOCK 


25 cents per share payable Decem- 
ber 21, 1956, to holders of record at 
the close of business December 7, 


1956. 
R. O. GILBERT 


Secretary 





November 27, 1956. 














Pullman 
Incorporated 


357th Dividend and 
90th Consecutive Year of 
Quarterly Cash Dividends 


A regular quarterly dividend of 
seventy-five cents (75¢) per 
share will be paid on Decem- 
ber 14, 1956, to stockholders of 
record November 30, 1956. An 
extra dividend of one dollar 
($1.00) per share will be paid 
on January 7, 1957, to stock- 
holders of record December 


14, 1956. 
CHAMP CARRY 
President 





‘ TRAILMOBILE 





















ALLEGHENY LUDLUM STEEL 
CORPORATION 


Pittsburgh, Penna. 


At a meeting of the Board of 

Directors of Allegheny Ludlum Steel 

Corporation held today, November 

[ML 15, 1956, a dividend of fifty cents 

($0.50) per share was declared on 

the Common Stock of the Corpora- 

tion, payable December 20, 1956, to 

Common Stockholders of record at the close of busi- 
ness on December 7, 1956. 


S. A. McCASKEY, Jr. 
Secretary 
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FLORIDA POWER CORPORATION 
St. Petersburg, Florida 


November 15, 1956 


The Board of Directors of this Corpo- 
ration has this day declared a dividend 
of forty-five cents (45¢) per share on 
the outstanding Common Stock, pay- 
able December 20, 1956 to stockhold- 
ers of record at the close of business 
December 5, 1956. 


E. K. ILGENFRITZ, Treasurer 























TENNESSEE CORPORATION 


TENNESSEE 
CORPORATION 


November 14, 1956 


CASH DIVIDEND 
A dividend of fifty-five 
(55¢) cents per share was de- 
clared payable December 20, 
1956, to stockholders of 
record at the close of busi- 
ness November 29, 1956. 


EXTRA CASH DIVIDEND 

An extra dividend of 
twenty-five (25¢) cents per 
share was declared payable 
January 10, 1957, to stock- 
holders of record at the close 
of business November 29, 
1956. 

STOCK DIVIDEND 

In addition, a 3% stock 
dividend was declared pay- 
able January 10, 1957, to 
stockholders of record at the 
close of business November 
29, 1956. 


The above cash dividends 
will not be paid on the shares 


issued pursuant to the stock 
dividend. 


Joun G. GreensuRGH 
Treasurer. 


61 Broadway 
New York 6, N. Y. 
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out citation of authority) that a trustee 
is not necessarily under a duty to divers- 
ify investments made by the creator of 
the trust even though the trustee would 
be under a duty to diversify in making 
investments in the first instance. He 
then goes on to say that 


“The rule as to diversification is 
applied less strictly to the retention 
of investments by the trustee than to 
the making of investments by him. It 
is easier to find an intention of the 
creator of the trust to dispense with 
the requirement of diversification in 
the retention of investments made by 
him than in the making of investments 
by the trustee.” 


Later on in the same section he now 
points out that even a general authoriza- 
tion to retain will permit retention of 
securities constituting a very large pro- 
portion of the trust estate. 


The opportunity to review the cases 
of recent years, particularly those in- 
volving problems stemming from the 
last depression, may result in changes in 
judicial viewpoints as well; and it is 
undoubtedly true that today’s problems 
in trust administration will leave their 
mark in the decisions and texts of the 
future. Such is the inevitable in deal- 
ing with the intangible element of pru- 
dence which, after all, is our sole stand- 
ard and rule. 


Retention authority in the instrument 
has afforded complete protection to the 
trustee charged with a failure to divers- 
ify even though severe losses have been 
sustained. We have not found a single 
case in which the trustee has been sur- 
charged solely for failure to diversify 
where he has retained securities pursu- 
ant to a power of retention, and the case 
law has not yet developed distinctions 
between general and specific powers of 
retention. As I have indicated, however, 
there is no grant of authority which will 
excuse a trustee from being prudent at 
all times. Even a mandatory direction 
to retain a specific security cannot sanc- 
tion an imprudent retention and, if ne- 
cessary, the trustee may have to apply 
to the court for permission to sell.§ 


Where retention authority is granted 
by statute the requirement of prudence 
is nevertheless present. Certainly such 
statutes should be considered the next 
best thing to retention authority granted 
in the governing instrument itself. 
Again, however, all such statutes should 
be construed to be bottomed on pru- 
dence. It should be noted that the re- 


8Scott on Trusts, Sec. 230.1. 


WELLINGTON 


<> FUND 





FOUNDED 1928 


108" 


consecutive 
quarterly dividend 


12¢ a share from net investment 
income, and 45c a share distribution 
from realized securities profits, 
payable December 27 to stock 
of record November 30, 1956. 


WALTER L. MORGAN 
President 














Dividend Notice 
MIDDLE SOUTH UTILITIES, Inc. 


The Board of Directors has this day 
declared a dividend of 40¢ per share 
on the Common Stock, payable 
January 2, 1957, to stockholders 
of record at the close of business 
December 14, 1956. 

H. F. SANDERS, 

Treasurer 

New York 6, N. Y. 
December 3, 1956. 


She Middle Louth 


A World Of 
Opportunity 












Utility service by tax-payine, 
publicly-regulated companie~ 
mare this dividend passitle 








soenmnesiiell 


INTERNATIONAL MINERALS 
& CHEMICAL CORPORATION 


20 North Wacker Drive, Chicago 6 





QUARTERLY DIVIDENDS 
4% Cumulative Preferred Stock 
59th Consecutive Regular 
Quarterly Dividend of 
One Dollar ($1.00) per Share 
$5.00 Par Value Common Stock 
Forty Cents (40¢) per Share 
Declared—Nov. 15, 1956 
Record Date—Dec. 14, 1956 
Payment Dates 
Preferred Stock: Dec. 30, 1956 
Common Stock: Jan. 2, 1957 
A. R. Cahill 
Vice President, Financial Division 


PHOSPHATE® POTASH ® PLANT FOODS ® CHEMICALS 
INDUSTRIAL MINERALS © AMINO PRODUCTS 
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TEXAS GULF SULPHUR COMPANY 


The Board of Directors has declared a divi- 
dcend of 50 cents per share on the 10,020,000 
shares of the Company’s capital stock out- 
standing and entitled to receive dividends, 
vable December 15, 1956, to stock- 
olders of record at the close of business 

November 26, 1956. 

E. F. VANDERSTUCKEN, JR., 


Secretary. 
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UTILITIES 
COMPANY 


DIVIDEND NOTICE 


The Board of Directors today 
declared a dividend of 36 cents 
per share on the Common Stock 
of the Company, payable Janu- 
ary 2, 1957 to stockholders of 
record at the close of business 
December 3, 1956. 


D. W. JACK 
Secretary 


\_ November 16, 1956. ) 














CONTINENTAL 
C iii COMPANY, Inc. 
INITIAL 

SECOND PREFERRED DIVIDEND 
A regular quarterly divi- 
dend of one dollar 
twelve and one-half 
cents ($1.1214) per share 
on the Second Preferred 
stock ($4.50 cumula- 
tive) of this company 
has been declared pay- 
able December 31, 1956 
to stockholders of rec- 
ord at the close of busi- 
ness December 7, 1956. 
LOREN R. DODSON, 


Secretary 
QUUVAUNUOUNAUGHUAEDOUEUOURUOEEOORUOOEOEEOOOGOOUOOONOOOT 

















YALE & TOWNE 


Declares 275th Dividend 
37'2¢ a Share 


On Nov. 29, 1956, 
dividend No. 275 
of thirty-seven 
and one-half cents 
per share was 
declared by the Board 
of Directors out 
of past earnings, 
payable on 

Jan. 2, 1957, to 
stockholders of record 
at the close of business 
Dec. 12, 1956, 






F. DUNNING 
Executive Vice-President and Secretary 


THE YALE & TOWNE Mc. co. 


Cash dividends paidin every year since 1899 
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tention authority in the Illinois statute® 
relates only to “property properly ac- 
quired.” In a sense, this begs the whole 
question, for it can be argued that it 
goes to the propriety of original acquisi- 
tion which is really predicated on pru- 
dence whether the investment is initiated 
by the trustee itself or acquired from 
the creator of the trust. Under the cir- 
cumstances, where a trustee is acting 
under an instrument which does not 
grant retention authority, applicable 
statutes must be considered and may be 
taken into account within the limits of 
prudent conduct. 


Unfortunately, it is impossible to pre- 
dict what will constitute prudence under 
unknown future circumstances. Fortun- 
ately, however, within the limitations of 
human resolve, a trustee’s conduct is 
not to be judged by hindsight. As one 
court has said:!° 


“Ordinarily, trustees who act hon- 
estly and with ordinary prudence are 
not liable for mere errors of judg- 
ment. ... A wisdom developed after 
an event and having it and its con- 
sequences as its direct source, is a 
standard no man should be judged by.” 


Liability for Nondiversification 


Liability is measured from the time 
when prudence dictates a duty to sell, so 
that in a real sense time is the essence of 
our problem. Professor Scott states’ 
the general rule to be that 


“If the trustee fails to sell trust 
property which it is his duty to sell, 
he is chargeable with the amount 
which he would have received if he 
had properly sold the property with 
interest thereon. . .. Where the time 
at which the trustee should have sold 
is definitely fixed, the trustee is 
chargeable with the value of the prop- 
erty at that time. Ordinarily, however, 
the breach of trust consists in the 
failure to sell the property within a 
reasonable time.” 


The measure of the period in which 
the trustee must act, therefore, is a 
reasonable time. In addition to the un- 
certainties necessarily involved in fixing 
that period of time, the trustee also faces 
uncertainty as to the method of deter- 
mining the damages to be assessed. Un- 
til the expiration of the reasonable sale 
period, it cannot be said that a breach 
of trust has been committed; and it 
would seem to follow that liability 
should be predicated on the then value 
of the asset involved, if there has been 


*Tll. Rev .Stats. 1955, Ch. 148, Sec. 32. 


loHatfield v. First National Bank, 317 Ill. App. 
169, 178. 


UScott on Trusts, First Ed. Sec. 209. 


7 dividend of 50c per 
share on the Common 
Stock, and, in addition 

a 





Johns-Manville 


Corporation 
DIVIDEND 


The Board of Directors 
declared a quarterly 








thereto, a year-end 
ore <** dividend of 25c on the 
Common Stock, both 
payable December 14, 
1956, to holders of rec- 


ord December 3, 1956. 
ROGER HACKNEY, Treasurer 
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KENNECOTT COPPER 
CORPORATION 


161 East 42d Street, New York, N.Y. 
November 16, 1956 








At the meeting of the Board of 
Directors of Kennecott Copper Cor- 
poration held today, a quarterly 
cash distribution of $1.50 per share, 
and a special cash distribution of 
$2.50 per share, were declared, 
payable on December 17, 1956 to 
stockholders of record at the close 
of business on November 30, 1956. 


PAUL B. JESSUP, Secretary 
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Southern California 


Edison Company 
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DIVIDENDS 


The Board of Directors has 
authorized the payment of the 
following quarterly dividends: 


ORIGINAL PREFERRED STOCK 
Dividend No. 190 
60 cents per share; 


CUMULATIVE PREFERRED STOCK, 
4.32% SERIES 

Dividend No. 39 

27 cents per share. 


The above dividends are pay- 
able December 31, 1956, to 
stockholders of record Decem- 
ber 5. Checks will be mailed 
from the Company's office in 
Los Angeles, December 31. 


P. C. HALE, Treasurer 


November 16, 1956 
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a more or less steady decline in value 
during the entire period. But, where 
there have been considerable fluctua- 
tions during the period, the problem is 
more difficult. The trustee’s liability 
should not necessarily be measured by 
the highest nor the lowest values ex- 
perienced during the period of duty. 
Professor Scott says:!* 

“Probably the only rule is that the 
court will use its common sense and 
determine what under all the circum- 
stances it is fair to say that the trus- 
tee ought to have received if he had 


done his duty in selling the property 
within a reasonable time.” 


Unfortunately no precise formula for 
determining liability and appraising po- 
tential future risks is available. While 
the court’s use of common sense is to 
be accepted as an essential ingredient 
of our judicial system, a rule involving 
such uncertainty in result is hardly 
comforting to a trustee attempting to 
appraise his own position. 


In a few cases some courts have used 
inventory value in measuring the trus- 
tee’s liability for failure to sell inflated 
securities at the proper time on a fall- 
ing market, particularly where it is diffi- 
cult to say exactly when the securities 
could have been sold.1* 


12Tbid. 


Matter of Frame, 284 N.Y.S. 153 (1935); In 
re Cross Estate, 115 N.J. Eq. 611, 172 A. 212 
(1934), reversed, holding the trustee not liable, 
176 A. 101 (1935). 





a 











Public Service Electric 
and Gas Company 


NEWARK, N. J. 











QUARTERLY DIVIDENDS 


The Board of Directors has de- 
clared the following dividends 
for the quarter ending Decem- 
ber 31, 1956: 
Class of Dividend 
Stock _ Per Share 
4.08% Cumulative Preferred . . . $1.02 
4.18% Cumulative Preferred... 1.045 
4.30% Cumulative Preferred... 1.075 
$1.40 Dividend Preference.... .35 
COMMON . 2 ccc cccce 45 


All dividends are payable on or 
before December 20, 1956 to 
stockholders of record Novem- 
ber 30, 1956. 


F, MILTON LUDLOW 
Secretary 











PUBLIC SERVICE 
CROSSROADS OF THE EAST 
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If inventory valuation were the rule, 
most trusts would give us little concern 
at the moment in view of the substantial 
increases in market values in recent 
years. However, there is no authority 
whatever, either in the cases or the texts, 
for the proposition that a trustee cannot 
be held liable for more than the inven- 
tory value. Therefore, it seems inevitable 
that the trustee assumes greater and 
greater responsibility with respect to 
appreciating investments. But the fact 
that a trustee bases his compensation on 
appreciating asset value and thereby en- 
joys increased remuneration may some 
day be argued as the quid pro quo for 
the greater risk. 


For the reason that surcharge cases 
arise only in the event of substantial 
losses, court have not had occasion fre- 
quently to pass upon liability in cases 
involving appreciated values. Neverthe- 
less, instances of extreme fluctuations in 
value have been passed upon. For ex- 
ample, in one well reasoned New York 
case!* the stock in question was inven- 
toried at $10,000, rose to $910,000 and 
was sold at $30,000. In refusing for a 
number of reasons to surcharge the 
trustee, the court noted, among other 
things, that the loss was only a “paper” 
loss whereas there was a net over-all 
gain of three times inventory value. 


In a few jurisdictions, the courts have 
held that the trustee should be charged 
with the difference between the proceeds 
of the securities sold (or the market 
value of those still retained at the time 
of suit) and the average price which 
could have been obtained during the 
selling period allotted to him.'® 


Whatever measure of damages is ap- 
plied, it is clear that ultimate liability is 


14In re Pate’s Estate, 84 N.Y.S. 2d 853 (1948). 

Babbitt v. Fidelity Trust Co., 72 N. J. Eq. 745, 
66 Atl. 1076 (1907); Matter of Brown, 33 N.Y.S. 
2d 459 (1942); In re Busby’s Estate, 228 Ill. App. 
500 (1937). 


based on the point of time when the 
duty to sell arose. That point in turn is 
dependent upon the after-the-fact deter- 
mination by the court as to when under 
the circumstances the rule of prudence 
dictated sale. What sort of a downward 
trend is necessary before prudence dic- 
tates sale is a real question. Undoubted- 
ly, however, courts will be influenced 
at least to some extent by the spread 
between inventory valuation and the 
price at which a sale could have been 
made. The greater the spread, the 
greater the leeway in retention. But, as 
I have already noted, it cannot be said 
as a matter of law that inventory value 
measures maximum liability, for in a 
given case prudence may have dictated 
sale prior to the time values fell to in- 
ventory level. 


In the final analysis, we are faced 
with the fact that there actually is no 
general rule other than that of prudence. 
And what is prudence? According to 
Webster it is practical wisdom as dis- 
tinguished from speculative wisdom; it 
is insight and it is circumspection or 
discretion in selecting, adjusting, or 
utilizing means to a desired end. 


To the extent that the rule of prudence 
is too indefinite and too general to per- 
mit of helpful application to a specific 
set of facts, it is not much of a key. 
However, it should be kept in mind that 
in the past courts do not seem to have 
abused trustees in the application of the 
rule. If the fiduciary has used reasonable 
and honest care in the retention of the 
securities received by him, all within 
the terms of the governing instrument 
and applicable statutes, he need have 
no real fear of surcharge. 

A A A 
@ A $1,000,000 investment account has 
been opened at Citizens & Southern Na- 
tional Bank, Atlanta, by the Teamsters 
Union. The initial deposit comes from the 
pension fund. 





DIVIDEND 
NO. 37 


TENNESSEE 
GAS 


TRANSMISSION | 
COMPANY 


HOUSTON, TEXAS 
AMERICA'S LEADING TRANSPORTER OF NATURAL GAS 


The regular quarterly dividend of 35c per 
share has been declared on the Common 
Stock, payable January 2, 1957 to stock- 
holders of record on December 7, 1956. 






J. E. IVINS, Secretary 
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286 miles an hour—on water! 


World’s fastest boat, the jet Bluebird—top speed 
286 miles an hour, average 225... 


World’s mightiest ship, the Navy’s newest ocean- 
going airfield—U. S. S. Saratoga... 


Maiden voyage of the world’s first atomic-powered 
submarine... 


Ali the Atlantic Blue Ribbon Winners, from the 
Mauretania to the S. S. United States... 


Two-fifths of all the world’s freighters .. . 


The race horses and the work horses of the seas 
have one thing in common—sSOCONY MOBIL’S master 
touch in lubrication. 


Good reason! When the chips are down—when 
records are at stake—when schedules must be met 
—the men who know marine machinery look to, 
SOCONY MOBIL for its protection. 
* * * 

Wherever there’s progress in motion—in your car, 
your ship, your plane, your factory, your farmor your 
home— you, too, can look to the leader for lubrication. 





SOCONY MOBIL OIL COMPANY, 





INC. 


LEADER IN LUBRICATION FOR 90 YEARS 


DECEMBER 1956 




























... AND GROWING BIGGER 


l N Q U E B E Cc — Johns-Manville’s E L Ss E W H E R E — Johns-Manville’s 


new asbestos fibre mill at Asbestos, Quebec, was the long-range program of expansion has seen this year the 
world’s largest when only half completed! Now it is in full completion of 
operation, but additional capacity will soon be added! A NEW ASPHALT ROOFING PLANT 


A NEW SYNTHETIC SILICATES PLANT 








Other projects under way include 


e a oa 
Hi g h la g h t s TWO NEW TRANSITE® (ASBESTOS-CEMENT) PIPE PLANTS 


TWO NEW INSULATING BOARD PLANTS 
CAPITAL EXPENDITURES oer Seen weer ween 


iat hae aelg Ee a A NEW HARDBOARD PLANT 
Since Wor or H—more than a EXPANSION OF TRANSITE PIPE CAPACITY AT FOUR PLANTS 
capital expenditures will be about $23 million. 


EXPANSION OF FRICTION MATERIALS CAPACITY 


SALES EXPANSION IN ELECTRICAL AND INDUSTRIAL TAPES . 
AND RUBBER PRODUCTS 





In 1954 sales of J-M’s more than 400 product lines 
totalled $253 million—in 1955 $285 million. 
In the first nine months of 1956, sales had reached $229 


million. 


EARNINGS 
Net earnings after taxes increased from $16.7 million in 
1954 to $23.5 million in 1955. And by the end of the sone as 


® 
third quarter of 1956, earnings had reached $19 million. J yr ns-Ma mVvi 4 le JM | 


PRODUCTS 





All these projects in the United States and Canada 
will represent an investment of $85 million. 




















Serving Homes and Industry since 1858 
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The coincidence of a sudden run-up in the 
market price of its stock and top manage- 
ment disclosure of a large increase in earn- 
ings emphasized recently for an _ eastern 
steel producer the need for care in releas- 
ing this type of information. The possibility 
exists that shareholders who sold their stock 
might not have done so had the good news 
reached them prior to making the sale. 


Companies should delay important an- 
nouncements until after trading hours to 
permit the news to percolate through to all 
their shareholders. 


If there is to be a priority in the release 
of important information affecting the mar- 
ket’s valuation of a company’s shares it 
would appear that the existing shareholders 
are entitled to the news as soon as any 
members of the financial community. 


The role of management in communica- 
ting with stockholders—present and poten- 
tial—has changed materially and will need 
to even more. Particularly is there room for 
improvement in reporting developments 
currently to all professional investors who 
have responsibility for literally millions of 
investors’ actions. 





AMERICAN CYANAMID CO. 


By K. C. TowE, president 


The unpredictability of operational 
results involving heavy capital expendi- 
tures and the passage of time was dis- 
closed by the frank admission that pre- 
dictions made to analysts last Decem- 
ber had not been realized in the case of 
the Company’s Fortier plant. While pre- 
tax earnings of $85 million were fore- 
cast for 1956, Mr. Towe stated “As to 
1957, the imponderables are many (cer- 
tainly there are more now than a year 
ago); but, predicated on an assumption 
that the general level of business activity 
through next year will correspond with 
that for 1956, I look forward to a mod- 
erate increase in Cyanamid sales.” 


New York Society, Nov. 29. 
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MANAGEMENT SPEAKS... 


Abstracts and quotations from recent talks by the top 
management of companies whose securities are of interest 
for trust fund and other institutional investors. 


O. ROGERS FLYNN, Jr. 


Contributing Editor 


AMERICAN MACHINE & FOUNDRY 
CO. 


By MoreHEAD PATTERSON, president 


One-twentieth of the Company’s earn- 
ings will come from rental income of 
various types of machines including the 
pin-spotter used in bowling, of which 
18,000 will be in operation by the end 
of 1956. An additional 10,000 will be 
installed in 1957. The Company still 
seeks expansion by the acquisition route. 


New York Society, Nov. 27. 


BORG-WARNER CORP. 


By R. C. INGERSOLL, chairman 


Including figures for York Corpora- 
tion, acquired July 1, 1956, Company 
anticipates sales of $575 million and 
$4.00 to $4.15 a share earnings. For 
1955 Company earned $5.17 a share. 
Activity decline in automotive, farm 
equipment, home appliances and build- 
ing accounted for a drop in earnings. 
For 1957 the first half-year is promis- 
ing. with some anticipated slackening in 
the final six months. 

St. Louis Society, Nov. 5. 


CONNECTICUT LIGHT & POWER CO. 
By SHERMAN R. Knapp, president 


The question “Why do future pros- 
pects look good?” was answered thus: 
Connecticut is not only the fastest grow- 
ing state in New England but its popu- 
lation is growing substantially faster 
than the nation as a whole; there is a 
marked trend to suburban living and 
the Company service area is suburban 
to many cities in the state and to New 
York City; large industry is decentral- 
izing its operations on sites outside our 
cities; in Connecticut the Company 
serves much of the area where industry 
has already decentralized or would be 
likely to. 


New York Society, Nov. 28. 


DETROIT EDISON CO. 


By WALKER L. CIsLEr, president 


“Successful development of atomic 
power plants will not cause any imme- 
diate or rapid obsolescence of existing 
conventional fuel burning plants. Our 
problem, and that of the entire industry, 
is to build enough plants to keep pace 
with the requirements. Conventional 
plants, now in existence or built in the 
years ahead, will be used for their nor- 
mal life.” 


Trend in Company’s industrial sales, 
while still heavily automotive, is moving 
towards better diversification. In 1956, 
25 to 30 per cent decline in automobile 
output has not as yet brought any re- 
duction in kilowatt hour sales below 
last year. 

New York Society, Nov. 7. 


W. R. GRACE & CO. 


By J. Peter Grace, president; Alan S. 
Rupley, Hugh S. Ferguson, John C. 
Griswold, James H. Stebbins, execu- 
tive vice presidents; T. V. Westfall. 
vice president 


The top management group outlined 
all important phases of the Company’s 
operation including chemical, shipping, 
South American, financial and general 
group activities. The long term objective 
is “growth measured in terms of net 
earnings per common share.” 1957 earn- 
ings are expected to be maintained at 
1956 levels followed by substantial 
earnings increases in later years as new- 
er applications of Company funds be- 
come productive. 


New York Society, Dec. 4. 


GULF OIL CORP. 


By S. A. SwENsrupD, chairman 


About 50 per cent of the present 
(Nov. 19th) daily crude oil production 
of Gulf is coming from the Middle East- 
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ern Sheikdom of Kuwait. U. S. produc- 
tion of the Company averaged 277,000 
barrels daily for 1956 compared with 
231,000 barrels last year. Capital ex- 
penditures will total $400 million in- 
cluding 68 million for new oil conces- 
sions in Venezuela. 
Boston Society, Nov. 19. 


HERTZ CORP. 


By Wa TER L. Jacobs, president 


The number of cars owned and oper- 
ated has trebled in the past three years. 
Rental operations are conducted in 47 
of the 50 largest cities with total reve- 
nues exceeding $60 million. Contract 
leasing of automobiles for business pro- 
vides stable revenues, though less profit- 
able than short-term rentals. 

Los Angeles Society, Nov. 8. 


INDIANAPOLIS POWER & LIGHT 
co. 


By H. T. Prircuarp, president 


Construction budget of $16.6 million 
in 1957, $14.5 million in 1958 and 16 
million in each of the years 1959 and 
1960. Present plans call for $6 million 
preferred in 1957 and $8 million bonds 
in 1958, with immediate requirements 
financed by bank loans. Additional se- 





HOW MUCH INCOME CAN 


TRUST FUNDS 


YIELD WITH INSURED SAFETY? 


At current rates, you can increase the yield of 
a trust fund to 4% — yet enjoy 100% insured 
protection by a U. S. Government agency! 

This is a fact fast becoming known to alert 
trustees, custodians and administrators of funds 


for which absolute safety must be the first con- 
sideration. 


You, too, should send for the facts about 
Insured Savings & Loan Associations. Our Free 
Special Report gives you illuminating answers 
to questions like: 
© Which Associations pay 4% — with in- 
sured safety of principal? 
* How can you tell which are insured? 
© Which U. S. Gov’t. Agency insures each 
separate account up to $10,000? 
© How to place $100 to $1,000,000—in- 
sured against any loss? 
When’s the best time to open an account? 
How is money easily placed and with- 
drawn? 
Why do you need a reputable broker? 
Why are the broker’s services free? 
How to pick Associations best for you? 
How to open an account? 


Prudent people are now placing over $23,000,- 
000 daily in Savings Associations. The high 
dividends—plus safety—have already attracted 
some 12 million accounts from: Trust Funds; 
Pension, Welfare & Retirement Funds; Labor 
& Credit Unions; Churches & Schools; Corpora- 
tions & Partnerships—and private individuals. 


FREE COPY 


Send for free copy of this Special Report—plus 
list of 19 selected Associations paying 4%. 
Mail this notice, together with your name & 
address, to 


B. RAY ROBBINS CO., Dept. N-89 


500 Sth Ave., N. Y. 36 (42 St.), PE 6-1913 











1138 


curities will need to be sold to provide 
$14 million in 1959 and 1960. 


New York Society, Nov. 21. 
JEWEL TEA CO. 


By Greorce L. CLEMENTS, president; J. 
M. Friedlander. chairman of finance 
comm.; F. L. Spreyer, vice president 


Long-term plans contemplate shifting 
from home service operations to stores 
in metropolitan areas, patricularly su- 
burban locations which will permit more 
efficient operation and provide a better 
return on investment. Major expansion 
is to be in food store operations in the 
Chicago metropolitan area with an indi- 
cated potential annual volume of $600 
million. 195 new stores are contemplated 
with the closing of 80 present stores 
which are expected to become outmoded. 


New York Society, Nov. 132. 
LUKENS STEEL CO. 


By Cuar.es L. Huston, JR., president 


Earnings of $20 or more a share for 
the calendar year 1956 are indicated 
compared with less than $6 a share for 
the fiscal year ended October 22, 1955. 


Sixty-eight per cent of Lukens dollar 
sales are in specialty steel products, 
mainly plate which are sold at premium 
prices. Further expansion is contem- 
plated conditioned upon the granting of 
a certificate of necessity for new con- 
struction involving $40 million. 


New York Society, Nov. 12. 
NORTHERN STATES POWER CO. 


By ALLEN S. KING, president 


As a combination metropolitan and 
rural operation the Company has 
achieved a stability of earnings and a 
built-in resistance to industrial setbacks. 
42.8 per cent of revenues come from 
residential and rural customers with an 
additional 23.8 per cent from small light 
and power classifications leaving about 
22 per cent of total revenues from large 
customers. For 1956-1960 present esti- 
mates call for total expenditures of $222 
million to be financed until 1960 by 
debt securities with a $10 million issue 
of preferred along the way. No addi- 
tional common stock is to be sold. 


New York Society, Nov. 14. 
CHARLES PFIZER & CO. 


By Epwin H. Smiru, controller 


Among pharmaceutical products ex- 
pected to boost sales are: Sigmamycin, 
a new wide-range antibiotic effective in 
treating general infectious conditions; 
Ataraxoid, a steroid combined with a 


tranquilizer to control rheumatoid arth- 
ritis and bronchial asthma. 


Pfizer is spending $7 million a year 
on research, a large part on non-thera- 
peutic uses for antibiotics. Newly intro- 
duced products include one for the 
preservation of poultry and a terramy- 
cin egg formula designed to increase 
egg production. 


Twin Cities Society, Oct. 31. 


SAFEWAY STORES 


By Mitton L. SELBY, president 


Since 1931 Safeway reduced the num- 
ber of stores from 3,527 to 1,978 while 
annual sales increased from $247 million 
to $1,975 million. A pioneer in “buy- 
build-sell-leaseback” financing of store 
locations and warehouses, the Com- 
pany’s large contingent liability for fu- 
ture rental payments does not represent 
an actual liability in terms of past ex- 
perience. Between January 1, 1945 and 
March 24, 1956 it terminated leases on 
1,157 outgrown or obsolete stores and 
warehouses with a net gain of $122,759. 
In addition, as of March 1956, Safeway 
enjoyed an annual rate of net gain $172.- 
853 on other obsolete retail properties 
and warehouses which it vacated and 
sub-leased. Gains on sublease from 1945 
to date are estimated in excess of $2 
million. Earnings for 36 weeks of 1956 
amounted to $4.18 a share, were 138 per 
cent greater than for the corresponding 


period of 1955. 
Chicago Society, Nov. 29. 


WORTHINGTON CORP. 


By Hopart Ramsey, chairman 


Company has increased its business 
in standardized products to represent 
more than 50 per cent of current book- 
ings. Large engineered “monuments” 
have been replaced by units assembled 
from standard components with a favor- 
able effect on sales volume and profit. 


Present backlog totals $90 million. 
Per share earnings of $6 are estimated 
for 1956 despite higher costs for labor, 
steel, and other components. Dividends 
increased from 60c to 62'%c quarterly. 


Fourth Regional Convention, New 
York; Nov. 9. 


A A A 


@ “The Class of Sixty Stock Company” 
was formed by the 60 boys and gir!s 
of the freshman class of Washington 
Irving High School, Tarrytown, N. Y.. 
when they put in 85 cents apiece to buy 
one share of General Motors stock. 
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Serving industry 


CRYOVAC COMPANY 
DIVISION 


Cedar Rapids, lowa 
Lockport, New York 
Greenville, South Carolina 
Toronto, Canada 


DAVISON CHEMICAL 
COMPANY DIVISION 


Bartow, Florida 

Fort Pierce, Florida 
New Albany, Indiana 
Wakarusa, Indiana 
Perry, lowa 

Lake Charles, Louisiana 
Curtis Bay (Baltimore), Maryland 
Lansing, Michigan 

Joplin, Missouri 

Trenton, Missouri 

Pompton Plains, New Jersey 
Wilmington, North Carolina 
Alliance, Ohio 

Cincinnati, Ohio 

Columbus, Ohio 

Findlay, Ohio 

Tulsa, Oklahoma 
Charleston, South Carolina 
Spartanburg, South Carolina 
Nashville, Tennessee 
Valleyfield, Quebec 


DEWEY & ALMY CHEMICAL 
COMPANY DIVISION 


San Leandro, California 
Chicago, Illinois 

Acton, Massachusetts 
Adams, Massachusetts 
Cambridge, Massachusetts 
Montreal, Canada 


DEWEY & ALMY OVERSEAS 
COMPANY DIVISION 


Buenos Aires, Argentina © 
Melbourne, Australia 

Sao Paulo, Brazil 

London, England 

Epernon, France 

Hamburg, Germany 

Naples, Italy 


GRACE CHEMICAL 
COMPANY DIVISION 
Memphis, Tennessee 


GRACE CHEMICAL 
RESEARCH & DEVELOPMENT 
COMPANY DIVISION 

New York, N. Y. 


POLYMER CHEMICALS 
DIVISION 


Baton Rouge, Louisiana 
Clifton, New Jersey 
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“in Chemicals 
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Symbol of service 
throughout the world 




























From Lansing, Michigan, to Baton Rouge, Louisiana, from Sao Paulo, 
Brazil, to Hamburg, Germany, W. R. Grace & Co. is building new plants 


and laboratories in a dynamic program of expansion in chemicals. 


Through seven divisions devoted to chemistry Grace provides industry 
with a growing variety of essential chemicals and chemical-based prod- 
ucts. To meet increasing demands at home and abroad Grace is steadily 
enlarging its facilities. 


Among these projects are new plants for the production of petroleum 
catalysts, CRYOVAC plastic packaging, sealing compounds, and polymer 
chemicals. Today the facilities of the chemical divisions represent 55% 
of Grace’s net fixed assets. 


Besides expanding its chemical operations, 
W. R. Grace & Co. also is moving ahead rapidly 
in paper production and petroleum .. . 
in diversified Latin American enterprises .. . 
in world trade, transportation and finance. 


For copy of 1956 Semi-Annual Report, write 


W. R. GRACE & CO. 


Executive Offices: 7 Hanover Square, New York 5 





INVESTMENT CRITERIA OF INSURANCE STOCKS 


\\ ] HY CAN’T A WOMAN BE MORE LIKE 

a man,” current hit tune from the 
Broadway sell-out “Fair Lady,” has its 
accounting counterpart: “Why can’t an 
insurance company report be like any 
other?” The answer is it could if in- 
surance were like any other business. 
But it isn’t. Therein lies the tale. 

There should be no discouragement, 
therefore, if the essential and significant 
facts in an insurance company report 
do not jump out in easy recognition. 
Presidents of insurance companies have 
long told me that their directors fre- 
quently have difficulty understanding 
whether their companies are making or 
losing money. If this happens to sophisti. 
cated titans of corporate finance, the 
plight of the ordinary investor is for 
sure. 


Insurance differs from other business- 
es in two important aspects, both of 
which carry great implications for “pro- 
fit and loss”: 


1) The initial or acquisition cost of 
new business is paid largely right away, 
when the business goes on the books, 
but the proceeds or selling price for this 
business are not received for a number 
of years. It is as if the steel business 
charged the cost of building up an in- 
ventory of iron ore and coal and lime- 
stone to current operations rather than 
against the cost of goods sold. It is, 
in a way, comparable to oil exploration 
companies which expense the cost of 
drilling even though sales from wells 
discovered may not take place for a 
number of years. 


2) The remaining cost of the busi- 
ness on the books (the cost of materials 
for an industrial company) is paid not 
just when the loss occurs but when the 
loss settlement is made to and accepted 
by the assured. Reserves for losses 
hence, especially for casualty compan- 
ies, are tremendously important. It is 
not just the losses paid but the loss 
reserves which also must be considered. 


What is Insurance? 


How different is an insurance com- 
pany from an ordinary industrial or re- 
tail operation? In essence the difference 
goes back to the nature of insurance it- 
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surance of New York State and he has also 
served as President of the New York Society 
of Security Analysts and of the National 
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as well as being a Trustee of the College 
Retirement Equities Fund. 








self: the indemnity of possible future 
losses of the few, paid for by the pre- 
miums of the many. This bears no re- 
semblance at all to a department store, 
for example, where the customer buys 
the article he wants and takes it away 
with him. Or to a cast iron foundry 
where its products are ordered and paid 
for. 


Fire and casualty (so-called property 
insurance) in turn differs from life in- 
surance in two respects primarily: 1) 
The duration of life company policies 
is longer, thus necessitating setting up 
larger reserves to pay the inevitable 
death claims when they occur; and 2) 
the claims (death) always do occur, un- 
like fire or casualty where claims may 
never be incurred by specific policy- 
holders. However, let’s not get this sub- 
ject too complicated; let us go from the 
general to the specific. How does one go 
about analyzing the report of a fire or 
of a casualty insurance company? What 
are the significant items? 


Premium volume and its composition 
(what is called product mix in indus. 
trials) is certainly important because it 
indicates public acceptance of its prod- 
uct. Comparative figures from year to 
year, of course, show whether the in- 
crease is up to other companies. The 
composition of premium volume can 
tell a great deal because some lines of 
insurance, such as fidelity and surety, 
are more profitable than others. Dwell- 
ing house fire business is also more val- 
uable than automobile liability or prop- 
erty damage lines. It is good, in addi- 


tion, to have what is called a “balanced 
book,” that is to say business distributed 
among many different lines. 


John A. Diemand, President of the 
highly successful Insurance Company of 
North America, has stated that the dif- 
ferent products or lines which an insur- 
ance company writes are like the banks 
of elevators in a metropolitan office 
building. Some elevators are going up 
and some are going down all the time. 
Profitability of insurance lines seems to 
move in cycles. They either become more 
profitable until rates are cut or less 
profitable until rates are raised by su- 
pervisory authority. A “one line” com- 
pany with its business, for example, con- 
centrated entirely in automobile or 
straight fire has a bonanza when busi- 
ness is profitable and a headache when 
it is not. The best investments, therefore, 
are the insurance companies with “bal- 
anced books.” 


Profit Factors—Underwriting & 
Investments 

Underwriting profit margin is prob- 
ably the most important single figure as 
it does little good to write a great deal of 
business if it is not profitable. Unfortun- 
ately this figure is not always given in 
insurance company reports but it can 
be readily computed in the following 
manner: first, ascertain the loss ratio by 
dividing premiums earned into losses in- 
curred; then ascertain the expense ratio 
by dividing premiums written into ex- 
penses incurred; add together the loss 
ratio and expense ratio and when you 
subtract the sum of these two ratios 
from 100, you have the underwriting 
profit margin. Admittedly this sounds 
as complicated as making a crepe suz- 
ette but it is a figure which you must 
have in order to understand just how 
efficient an insurance company is in its 
operations. 


Remember, always, that an insurance 
company must stand or fall (and as a 
matter of fact in practice does in the 
eyes of investors) upon its record as an 
insurance company and not as an invest- 
ment trust. And yet the investment of 
money is highly important to fire and 
casualty insurance companies because 
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these investments are, in effect, their 
“factory” or “ways and struciure.” In 
order to be in business, a fire or casu- 
alty company must have a pool of capi- 
tal upon which its insurance operation 
is conducted. This pool of capital is in- 
vested and throws off income. it is sig- 
nificant to know the various types of se- 
curities in which an insurance company 
invests its funds. Obviously a company 
that is invested wholly in high grade 
bonds such as U. S. Governments has a 
safer income than a company owning 
many common stocks. And yet the lat- 
ter also has an opportunity to increase 
its investment income which a_bond- 
holding company does not have. 


Some Significant Ratios 


The point to observe in fire and cas- 
ualty companies is the relationship of 
so-called fluctuating assets, such as com- 
mon stocks, to capital and surplus. At 
the same time, this relationship must be 
noted in connection with another rela- 
tionship, that of earned premiums to 
capital and surplus. If a company has a 
capital and surplus substantially in ex- 
cess of its earned premiums, like 2 to 1. 
then it is said to have a low insurance 
exposure. Hence it can assume a larger 
investment exposure, that is its common 
stock holdings in relation to capital and 
surplus. Taken apart, these two ratios 
have far less significance than when 
taken together; the ratio of insurance 
exposure (earned premiums to capital 
and surplus) and the ratio of investment 
exposure (common stocks owned to cap- 
ital and surplus). 


Investment income in itself is import- 
ant for fire and casualty companies be- 
cause it is out of investment income that 
dividends are paid. The trend of invest- 
ment income should be noted and the 
relationship of the dividend to that in- 
come. Traditionally the dividend pay- 
out from investment income was 70-75% 
but in recent years it has dropped to 
approximately 60%. When the dividend 
pay-out is as low as 30-40% it usually 
means that a rise in the dividend can 
be expected, other things being equal. 
Among these “other things” would be 
profitable underwriting and adequate 
capital and surplus in relation to earned 
premiums, the insurance exposure previ- 
ously mentioned. 


Net asset or liquidating value is also 
a significant figure for fire and casualty 
companies. It is composed of capital. 
surplus and voluntary reserves plus an 
equity in the unearned premium reserve 


of 40% for fire companies and 35% 
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for casualty companies representing pre- 
paid expenses such as commissions in- 
curred when the business was placed on 
the books. The net worth or liquidating 
value figure really corresponds to a 
“store of value.” It can be misleading 
in the sense that it is value to be re- 


ceived by the shareholder when the 
company liquidates—which it probably 
will not do. Underwriting profit margin, 
indicating the measure of success in in- 
surance operations, plus growth of pre- 
mium volume (bringing in its wake in- 
creased dollars to invest and hence ris- 
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The Directors of 
Massachusells Hospital Vofe 
Insurance Company 


Trustee of 
Massachusetts Life Fund 


are pleased to announce 


the election of 


LAWRENCE A. SYKES 


President and Director 


50 State Street, Boston 
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Samuel H. Wolcott 
Henry A. Wood, Jr. 
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ing investment income and _ ultimately 
dividends) are more important than li- 
quidating value. 


The above are the most important 
items in a fire or casualty statement. 
However, not all fire or casualty com- 
panies report on an adjusted earnings 
basis. You may see strange terms such 
as statutory underwriting profit (which 
takes no account of the increased equity 
in the unearned premium reserve) or 
trade profit which is simply the balance 
left over from premium income received 
after losses have been paid, and disre- 
garding the unearned premium reserve 
entirely. 


It is customary now to use an ad- 
justed figure on underwriting profit or 
loss, an adjustment representing the 
change in the unearned premium re- 
serve. The rule of thumb is to add to 
statutory underwriting profits 40% of 
the increase in the unearned premium 
reserve for fire lines and 35% for 
casualty—these adjustments represent- 
ing prepaid expenses on additional busi- 
ness placed on the books. More and 
more companies are giving this figure 
which is more representative of true 
underwriting earnings for fire and casu- 
alty insurance companies. 



















A mutual fund 
investing in common stocks 
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Investors, Enc. 


For free descriptive prospectus send 
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Investing in bonds 
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BOND FUND, 


INC. 
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Life Data Complicated 


Compared with fire and casualty re- 
ports, life reports seem even more intri- 
cate. The reserves, for example, are far 
larger for they are set up for long pe- 
riods. One could go rather daffy in try- 
ing to understand all the ins and outs of 
a life company statement. Perhaps this 
is what has inspired the saying about 
actuaries, namely, that “you don’t have 
to be crazy to be an actuary, but it 
helps!” 

Actually, from a common sense view- 
point, life statements are not as compli- 
cated as they appear. Growth is of the 
greatest importance, greater than in the 
case of fire and casualty companies, be- 
cause most life insurance is profitable. 
There is not the wide variation in under- 
writing results between companies. The 
companies that are growing fastest hence 
generally turn out to be the best invest- 
ments. The measure of growth is the 
increase in insurance in force from one 
year to the next. 


Product mix is also significant. Ordi- 
nary life, which corresponds to retail, is 
the most profitable whereas group life, 
corresponding to wholesale, is more 
competitive. Industrial or weekly pre- 
mium life can be very profitable, al- 
though it is growing at a slower rate all 
over the country than group or ordinary. 


The investments of a life company 
are important, also the rate earned on 
these investments. A company earning 
4% on its assets is not just earning one 
third more than a company earning 3%. 
Because of the huge amount of assets 
in relation to shares outstanding, a one 


third difference in investment income 


may mean as much as twice the earnings 
per share. An examination of the type 
of assets must also be made in order to 
ascertain their quality. 


An adjustment is also necessary to the 
reported earnings of a life company, 
termed net gain from insurance opera- 
tions. This adjustment is similar to that 
made for fire and casualty companies to 
allow for the increased business placed 
on the books, prepaid expenses, etc. A 
conservative rule of thumb would be to 
add to net gain from insurance opera- 
tions $15 per thousand for the increase 
in ordinary insurance in force, $5 per 
thousand for group insurance and $10- 
30 per thousand for industrial, depend- 
ing upon its profitability. Liquidating 
value or net worth is computed by add- 
ing to capital plus surplus plus volun- 
tary reserves $15 per thousand of ordi- 
nary insurance in force, $5 per thou- 
sand for group and $10-30 for indus- 
trial. 


The most important aspects of insur- 
ance companies, fire, casualty as well as 
life, can not be accurately appraised 
from annual reports alone. These factors 
are management and agency forces. But 
their fruits do show up in the operating 
reports: in growth of business and un- 
derwriting margins in fire and casualty 
and largely in growth of business in 
life. In short, these are the hallmarks of 
successful insurance companies and by 
their results shall ye know them. 

A AA 
® Some 750 teachers representing schools 
and colleges from all 48 states met in 
October at Rensselaer Polytechnic Insti- 
tute for a week-end’s investigation of the 
investment banking industry. 
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Proposed Changes in 


MurvaL FUND CHARTS AND TABLES 


HE PRIMARY CONSIDERATION IN PRE- 
perenne information to the investor 
by means of charts or tables, according 
to our philosophy, depends upon the 
answer to one basic question: What 
does the particular investor wish and 
need to know about the fund’s per- 
formance in the light of his investment 
objectives and how can we in simplest 
form approximately represent this in- 
vestor experience in a particular fund 
currently and over a given period of 
time in the past? 

With these considerations in mind, 
suggestions concerning revisions of regu- 
lations governing such charts and tables 
when used in the sale of investment com- 
pany shares are confined to the adher- 
ence to certain statutory standards estab- 
lished under the Securities Act of 1933 
and the Investment Company Act of 
1940; namely the outlawing in Section 
17(a) of the 1933 Act of “. . . any 
omission to state a material fact neces- 
sary in order to make the statements 
made, in the light of the circumstances 
under which they were made, not mis- 
leading” and in Section 49 of the 1940 
Act of the omission “to state any ma- 
terial fact necessary in order to prevent 
the statements made therein from being 
materially misleading . . .” 


Percentage Return 


These observations are confined to 
four suggestions. In the first instance, 
contrary to the investment company in- 
dustry’s general position, approval is 
given to a Commission proposal for in- 
clusion on all charts and tables of the 
percentage return based on annual divi- 
dends from net investment income in 
relation to the average monthly offering 
price. (Exception might be made in the 
case of contractual periodic investment 
plans where a high proportion of the 


This article is based on the presentation 
by Mr. Long, T&E’s Contributing In- 
vestment Company Editor, at a public 
hearing before the Securities and Ex- 
change Commission on November 15 
and 19 relative to proposed revisions 
of regulations governing charts and 
tables used in the sale of investment 
company shares. 
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selling commission is deducted in the 
earlier years of such plans’ operations. ) 
Whether the portrayal of results is that 
of an assumed investment or otherwise, 
the investor should be shown clearly the 
actual effective rate of return or each 
year covered. In our opinion, failure to 
do this might be construed as the omis- 
sion of a material fact. Furthermore, a 
prospective investor might otherwise 
very readily look at the end figure for 
investment income on ten year charts, 
divide by ten and assume the resultant 
figure translated to a percentage the 
average effective rate of return over 
the period. Another argument for the 
use of such a figure on most occasions 
is suggested by the Survey of Mutual 
Fund Shareholders recently made by the 
National Association of Investment Com- 
panies. This indicates that the primary 
investment objective of 43% of all reg- 
ular accounts is current increased in- 
come for daily living and better income 
on savings. 


This method of indicating the earning 
power of an investment is not uncom- 
mon. In fact, before the advent of the 
S.E.C. Statement of Policy governing 
mutual fund sales literature, it was used 
at times by one of the longer established 
mutuals, Broad Street Investing Corpora- 
tion. It is used as a measure of qualifi- 
cation for common stock investment by 
trustees in some jurisdictions. For ex- 
ample, in the District of Columbia one 
of the conditions for investing in the 
common stock of a utility or industrial 
company under Rule 23 of the U. S. 
District Court is that “in each of the 
five fiscal years immediately preceding 
investment, the corporation shall have 
earned not less than 4% on its invested 
capital.” It may be argued that the 
analogy is not exact because new funds 
are flowing into the mutuals in varying 
amounts during the period measured, 
but it would seem that a monthly price 
would be on the average a fair workable 
approximation of this formula. 


Similarly, upon request, information 
was recently made available from our 
Index published each month in this 
magazine on earnings of a group of 


By HENRY ANSBACHER LONG 


mutual funds based on monthly offering 
prices for a ten year period. This was 
in connection with a proposed amend- 
ment to the common stock investment 
section of legislation relating to the Em- 
ployee’s Retirement System of the Terri- 
tory of Hawaii. Among other conditions 
this states that “Investments may be 
made in common stocks of any corpora- 
tion . . . provided . . . that such cor- 
poration for the ten years preceding the 
date of investment . . . has regularly 
earned, after deducting all proper 
charges, at least three per centum upon 
all issues of its paid up capital stocks.” 


Two primary reasons originally dic- 
tated the use of this method of repre- 
senting an investment company’s earn- 
ing power in our own Index. First, it 
eliminates dangers inherent in compara- 
tive income appraisal which might be 
far askew because of drastic fluctuations 
of the markets at any one particular time 
during the year. Secondly, as a measure 
of value to the fiduciaries’ own accounts, 
it indicates how several average port- 
folios would have fared had such shares 
been added at different periods through- 
out the preceding year. 


Reinvestment of Gains 


The second suggestion disagrees with 
the Commission proposal that any chart 
or table showing either the record of an 
assumed investment or of a company be 
prepared on a basis which does not as- 
sume reinvestment of investment income 
or capital gains distributions. A Com- 
mission proposal that realized capital 
gains be depicted separately in charts 
or table showing the record of an as- 
sumed investment also seems undesir- 
able. Primary objection to the above 
proposals is based on the fact that they 
run contra to our previously stated basic 
consideration in furnishing information, 
the approximate representation of past 
investor experience, assumed or other- 
wise, in the light of investment purpose. 
Since in many funds some sixty to 
seventy per cent of investors take gains 
distributions in shares and the number 
of continuous investment plans are be- 
coming an ever increasing important 
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consideration in the industry, this in- 
formation should continue to be avail- 
able. However, the present method of 
presentation is favored only providing 
that an actual adjustment be made for 
the tax on dividends from income and 
distributions from gains before rein- 
vestment is calculated. 


It appears to us to be the omission of 
a material fact if some adjustment is 
not made for the income tax bite. The 
small legend currently used that no ad- 
justment has been made for taxes is in- 
adequate. First, the investor is given an 
inflated and inaccurate picture of the 
record of a particular fund by itself. 
Second, when funds are compared, one 
with the other, the fund with the greater 
distribution of capital gains in relation 
to its investment income suffers in por- 
traying its record if no tax adjustment 
is made. For example, in the twenty- 
year period from 1936 through 1955, 
Massachusetts Investors Trust paid out 
a total of $16.49 per present share of 
which $3.365 or 20.4% represented cap- 
ital gains distributions. During the same 
period the Investment Company of 
America distributed $8.735 per present 
share to its stockholders of which $5.05 
or 57.8% was capital gains distribution. 
Assuming he were in the first income 
bracket, the I.C.A. investor would pay 
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signed for income and capital gains pos- 
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actually only 10% on 57.8% of his dis- 
tributions and this advantage would be 
compounded in reinvesting. 


Third, an unfair comparison is made 
with certain other types of investments 
when no allowance is made for the tax 
bite on reinvestment of mutual fund 
dividends and gains distributions. For 
example, one of the constantly reiterated 
advantages of the budding variable an- 
nuity is its tax shelter as compared with 
mutual fund and other types of stock 
investment. Yet, there is no tax shelter 
comparable to the mirage pictured in the 
present tax-free reinvestment of income 
dividends and capital gains distributions 
as represented in present tables and 
charts. 

Of course, objections will be raised 
that this proposal is impractical. “What 
income tax bracket would be used?” Our 
suggestion is to go to the N.A.I.C. Sur- 
vey of Mutual Fund Shareholders. There 
will be found a median income figure 
for both regular shareholders and those 
with accumulation plans. Suitable de- 
ductions and exemptions ought not to 
be too difficult to arrive at. Or possibly, 
the first bracket might be used. Of 
course, more work will be involved and 
the fellow in the higher bracket may ask 
for a refiguring. But, in any event, what 
would seem to be a necessary material 
fact will not be absent. 


Ten Year Period 


Our third suggestion, in contrast with 
the second, is in agreement with a Com- 
mission proposal to eliminate the pres- 
ent restriction limiting charts or tables 
to a period of not more than ten years. 
Prospective investors in many instances 
wish this information and there should 
be no obstacles placed in their way. 


Permitting comparison with other 
types of long-term investments, it would 
facilitate the planning of retirement pro- 
grams by individuals who are not par- 
ticipants in employee retirement pro- 





grams. A ten year period, as currently 
permitted, also restricts records of re- 
sults to practically a continuous boom 
period in the economy. Longer periods 
such as twenty years would include some 
depressed levels and make comparisons 
fairer. 


New Classifications 


The last suggestion is independent of 
the Commission’s proposals, but neces- 
sarily corollary to them and of great 
importance. This is that the Commission 
develop refined classifications for non- 
specialty type companies based on both 
investment policy and objectives so that 
comparative evaluations reflected in 
charts and/or tables for two or more 
funds clearly indicate whether they have 
the same general characteristics. This 
certainly appears to be a necessary ma- 
terial fact which should be disclosed in 
connection with all charts and tables and 
reference is again made to the previ- 
ously quoted excerpt from Section 
17(a) of the Securities Act of 1933. We 
have been discussing this matter with 
various investment company executives 
for several years and it has become ap- 
parent that such classifications must be 
formulated from without the industry. 


Others share our convictions on the 
necessity for improved classifications. 
For example, Calvin Bullock on page 2 
of its February 1952 Bulletin states that 
“because mutual funds have different 
objectives, only those with similar ob- 
jectives should be compared.” And Paul 
Johnston, who at the time was Invest- 
ment Company Editor of Barron’s, suc- 
cinctly confirms this in his column of 
October 6, 1952 when he writes — 
“Proper classification and clear defini- 
tion of the component parts of the 
mutual fund industry can and should be 
done, in the public interest.” Naturally, 
there are many problems and difficulties 
involved in devising such classifications, 
but they are by no means insuperable. 
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HENRY ANSBACHER LONG INDEX of MUTUAL FUNDS 





Indices are based on fund operation during the period covered and are 
not a representation of future results. They should be considered in the 
light of the individual companies’ investment policies and objectives 
and the characteristics and qualities of the investments of these companies, 








No responsibility is assumed in so far as compliance with the Statement 
of Poiicy is concerned for the employment in whole or in part of the 
index by issuers, underwriters or dealers. Principal indices for November 
30, 1955 appear in the December 1955 issue and current income returns 
based on November 30, 1956 offering prices are available on request, 
These will soon be added to a revised short form index. 





















































































































































Reference should be made to the introduc- 1 6t a 16¢ i” is 19 20 
tory article in July 1949 issue, outlining pur- 12/31/35 12/30/39 to 11/30/56 Last 12 mo. Div. %| prin Less | 5-Yr- Avg. 
— of ie agua and ee in 11/30/56 Net Cum. Cap. | Net Invest. 
selecting stock and cost-of-living averages, or ‘ ‘ : : 
periods and in interpretation of data. , Principal Pinay Principal gs ant wir hy Income % 
BALANCED FUNDS 
American Business Shares ats 65.9 177.1 7169.1 3.40 5.27 106.7 3.44 
Axe-Houghton Fund “A” oie 71.4 275.8 263.6 2.47 6.16 181.3 2.68 
Axe-Houghton Fund “B” —_ 88.1 316.4 300.7 2.74 5.04 223.1 3.36 
Boston Fund 103.1 60.2 250.1 231.6 2.63 3.12 186.2 3.08 
Commonwealth Investment 106.3 73.5 306.9 288.8 3.04 2.84 238.2 3.47 
Dreyfus Fund**** (c) = a 303.9 293.4 2.23 7.34 245.6 2.83 @ 
Eaton & Howard Balanced 114.5 73.6 274.7 256.6 2.84 2.12 225.0 3.27 
Fully Administered Fund (Group Securities) -. — 69.4 192.0 7179.4 3.73 4.42 4126.7 3.30 
General Investors Trust 110.0 65.2 189.7 183.9 3.37 3.61 143.3 3.88 
Investors Mutual ots 13.5 217.2 206.1 3.50 1.52 169.5 3.74 e 
Johnston Mutual Fund aes a 280.7 262.7 3.17 3.87 233.8 3.54 e 
Nation-Wide Securities** — = -_-_ © 102.6 59.6 185.7 172.1 3.38 3.52 132.5 3.75 
George Putnam Fund scien 69.2 219.4 205.0 3.09 3.80 4161.4 3.38 
Scudder Stevens & Clark 97.4 80.9 216.5 +204.6 2.90 4.21 +162.6 3.14 
Wellington Fund 105.2 75.0 230.3 7215.4 3.03 3.06 7160.8 3.29 
Whitehall Fund = = as 278.3 263.1 3.37 5.31 219.1 3.63 e 
Wisconsin Fund, Inc.* ** ae 65.1 314.2 298.3 3.55 7.45 205.8 3.46 
AVERAGE: BALANCED FUNDS —_____- 105.6 70.8 244.7 231.0 3.06 4.08 170.6 3.36 
STOCK FUNDS 
Affiliated Fund*** = 50.2 255.8 7245.6 3.52 3.98 4145.4 3.93 
Broad Street Investing Corp. 109.9 60.1 330.6 312.3 3.58 3.04 257.1 4.14 
Bullock Fund 109.8 61.0 324.3 $309.5 2.84 4,26 7241.5 3.54 
Delaware Fund — 76.1 224.2 218.0 3.05 5.09 124.4 8.45 
Diversified Investment Fund, Inc.*** (c) — a 226.8 7216.5 3.88 3.88 F177.7 4.46 @ 
Dividend Shares 109.0 62.1 264.9 247.3 2.97 3.30 193.3 3.55 
Eaton & Howard Stock 107.1 62.7 396.0 369.6 2.33 3.20 317.2 2.96 
Fidelity Fund —_— — e677 374.8 3.48 2.30 317.0 3.99 e@ 
Fundamental Investors 105.2 64.8 432.4 7401.8 2.83 3.33 +340.8 3.72 
Incorporated Investors 103.6 63.9 439.9 +400.2 2.49 5.31 7326.0 3.28 
Institutional Foundation Fund _.___- —_ ones 256.3 7244. 3.65 3.81 +180.6 3.49 « 
Investment Co. of America — 50.8 331.3 313.0 2.44 5.43 222.3 3.03 
Knickerbocker Fund — 69.0 146.3 140.3 3.73 3.59 80.9 2.98 
Loomis-Sayles Mutual Fund (c) ~~~ 72.4 74.2 245.4 236.0 2.88 5.90 146.1 2.89 
Massachusetts Investors Trust 110.7 50.7 356.8 4326.7 3.25 2.26 +302.0 3.89 
Mass. Investors Growth Stk. Fund —_ 114.2 57.4 384.8 7352.3 1.85 4.40 $275.3 2.36 
Mutual Investment Fund (c) 129.7 56.1 220.4 7209.2 3.07 3.48 4159.8 2.77 
National Investors —_— 60.7 422.8 393.4 2.25 5.11 308.9 2.88 
National Securities — Income*** (c) —___. a 66.0 147.7 7138.5 4.65 3.05 7113.2 5.19 
New England Fund (c) 117.4 61.4 205.5 195.3 3.60 7.37 142.9 3.64 
Selected American Shares 123.8 60.9 274.7 261.4 2.95 5.81 195.4 3.65 
Sovereign Investors —_... = 62.5 211.3 196.1 3.78 1.57 165.3 4.46 
State Street Investment Corp. 92.8 60.7 319.0 308.6 | r2.37 7.83 203.2 2.63 
Wall Street Investing Corp. (a) a — 363.5 342.1 2.79 1.93 321.4 3.40 e 
AVERAGE: STOCK FUNDS 108.1 63.2 311.8 292.5 | 2.96 4.21 225.0 346 
90 STOCK INDEX (Standard & Poor’s) 106.7 59.3 395.0 358.0 _- — — rae 
CONSUMER PRICE INDEX (B.L.S.) ~~~ _— n99.7 n197.5 ~— — — _— — 


























Base index number of 100 is the offering price on Dec. 3u, 1939. 


COL. 6, 7, and 16 arrived at as follows: To the bid prices at the respective 
dates indicated are added all capital distributions to such data and the re- 
sultant sum is divided by the 1939 base offering price. 


COL. 17 represents figure obtained by dividing such dividends accruin - 
the annual period ending with the stated date by the average of the Socios 
month-end offering prices ending on the corresponding date. 


CAPITAL GAIN DISTRIBUTION column (18) represeuts percentage of 
distribution, if any, from capital gains or any other source, for the current 
annual period. 

COMPANIES ORGANIZED AFTER 1939 are given an initial index number 


on the date they cor e equal to the average of all . 
or balanced funds in existence at the time. Pe ee ee 


COL. 19 represents the current month-end bid (col. 16 less all capital distri- 
butions) divided by the 1939 base offering price. 


INCOME PERCENTAGE includes only those dividends paid by the com- 
panies out of income earned from dividends and interest on their portfolio 
securities (excluding all capital distributions). 








n—new revised series adjusted to Dec. 1939 base. 

r—plus rights. : : 

(c)—regrouping awaits new detailed classifications. 
New England a flexible fund with current 
balanced policy. 

(a)—Does not reflect new acquisition cost. 


t—Adjustment for capital gains tax will be made in 


**Became Balanced Fund in 1945. 
revised index. 


***Not included in balanced or stock . 
****Name changed from Nesbett = 
Correction Nov. 1956, Bullock Fund col. 17, 2.63; 

col. 20, 3.68. , 


COPYRIGHT 1956 BY HENRY ANSBACHER LONG. 


+Ex-dividend current month. 
tHigh reached current month. 
@Principal index begins after 1939 base date. 
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DIGEST 


HILARY L. SEAL 


Morss, Seal & Bret; Lecturer in Statistics, Yale University 


WHO WILL OWN THE CORPORATIONS TOMORROW ? 


ECURITIES AND EXCHANGE CoMMIS- 
~ sion has at last published its Survey 
of Corporate Pension Funds 1951-1954.* 
We say “at, last” because it was over a 
year ago that Roger Murray and Sam 
Ain commented on that body’s release of 
summary data on the subject. 


To those working in the field of pen- 
sions the Survey makes fascinating read- 
ing. Its twofold purpose was to investi- 
gate the effect on the stock market of 
purchases of common stock by pension 
funds and to estimate “the amcunt of 
savings flowing into pension funds.” The 
statistical tables of the report are thus 
concerned with “the amount of money 
held in private non-insured pension 
funds, the annual flow into these funds, 
and the types of assets in which the 
funds are being invested.” 


The basis of the figures provided in 
the Survey were the questionnaires com- 
pleted by 1,803 of the 2,000 odd com- 
panies that file reports with the Com- 
mission. Although the “sample” was thus 
essentially equal to the “universe” sam- 
pled it is admitted that the “universe” 
itself “for the most part covered the 
larger companies in the country.” 


Subject, then, to this limitation it is 
worth noting that 695 of the 1,803 com- 
panies reporting were using a trust fund 
to finance their pension liabilities, 532 
had insured plans, 104 had “pay-as-you- 
go” plans, and 472 had no pension plans 
at all. No doubt these figures will be 
used again and again by protagonists of 
various schools to substantiate the most 
diverse of views. 


Growth of pension fund assets 
Table 1 of the Survey — derived by 


“blowing up” the sample figures in a 
manner described in the report — shows 
an aggregate of $61 billion assets of 
public and private pension and retire- 
ment funds in this country at the end 
of 1954. Although this figure includes 
social security — one-third of the total 


*Superintendent of Documents, Washington 25, 
D. C., price 30 cents. 

+TRUSTS AND ESTATES, Nov. 1955, p. 945 and p. 
995. 
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— it omits religious, educational, non- 
profit and nation-wide union pension 
funds. Of the $61 billion, $22 billion 
was estimated to be on account of private 
pension funds — $12 in non-insured, 
and $10 billion in insured, pension 
funds. 


The report discusses the growth of 
non-insured funds from an _ estimated 
level of $50 million in 1920 to its 1954 
figure of $12 billion (Table 2). It is 
interesting to observe that these funds 
were estimated to have increased by $50 
million a year throughout the depression 
years. These figures, which are, however, 
only estimates, are certainly not com- 
patible with the alleged wholesale col- 
lapse of non-insured pension funds in 
the early thirties. 


The Survey then considers the distri- 
bution of pension funds between the 
various types of assets (bonds, stock, 
etc.) and to show how this distribution 
varied year by year (1951-54) among 
the different industry groups (food, tex- 
tiles, etc.). Tables 3 through 7 show 
that 53° of the total assets of non- 
insured pension plans were in corporate 
bonds at the end of 1954. Only 18% 
of these assets were in U. S. Government 
bonds — compared with a 31% figure 
in 1951. A further 18% of total assets 
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were invested in common stocks (mainly 
at book value); this was a rise from 
11% in 1951. 


Increasing investment in equities 


A large part of the text of the Survey 
is devoted to an analysis of the com- 
mon stock investments of (non-insured) 
pension funds. Although the 18% just 
quoted may seem rather small in view 
of the widespread discussion of the ad- 
vantages of equity investments for trus- 
teed pension funds, the figures of year 
to year new investment by these funds 
tell a very different story. For exam- 
ple, in 1951 the amount of net income 
invested in common stocks was 22%; 
by 1954 this percentage (which had 
risen slightly in the intervening years) 
was 35%. This percentage is even more 
striking when we note that in that year 
20° of all the funds were not purchas- 
ing any common stock at all. 


The main purpose of the Survey is 
achieved in* Table 13 where the pur- 
chases of each type of investor (pension 
funds, insurance companies, individuals, 
etc.) are analyzed in relation to the total 
net additions to stocks and bonds (separ- 
ately) in each of the years 1951 through 
1954. For example, in 1954 pension 
funds absorbed $600 million of a $2.2 
billion net increase in common stocks 
in that year, that is over one-quarter of 
the total available. The previous year 
the proportion was one-fifth. If the trend 
continues it becomes obvious who will 
own America’s corporations 20 or 30 
years hence.* 


Yield of non-insured funds 


Table 8 of the Survey, providing an 
analysis of the receipts and expenditures 
of non-insured pension funds in 1954, 
makes it possible to calculate an overall 
yield of such funds during that year. 
Using the “revenue account” procedure 
detailed in last month’s Digest we note 
that the aggregate assets at the begin- 


*At the end of 1954 “domestic individuals” and 
their personal trusts held 93% of the common 
stocks available. 
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ning of the year amounted to $10,002 
million and that they had increased to 
$11,843 million by the end of 1954. Of 
this increase, $399 million consisted of 
interest and dividends and the “relatively 
few funds” that valued assets on a mar- 
ket basis showed a net appreciation of 
$27 million. 

Using the formula explained last 
month we arrive at an overall invest- 
ment yield of 3.98% for non-insured 
pension funds in 1954. This is well in 
excess of mean yields quoted elsewhere 
for that year and if all the funds had 
valued their equities at market it would 
have been very much higher. 


However, even the valuation of com- 
mon stocks at their market prices — and 
the consequent inclusion of “apprecia- 


tion” in the yield calculation — would 
not produce the 7% and 8% yields that 
some of the mutual funds obtain. The 
reason is partly because corporate trus- 
tees, who invest the vast majority of all 
non-insured pension funds, almost al- 
ways invest in securities that are “of a 
quality satisfactory for investment by 
banking institutions under standards re- 
garded as conservative by the [New 
York] Banking Department.” 


Re Conservatism 


In this connection it is pertinent to 
mention that the writer recently received 
a letter from Mr. Barry Golomb of the 
New York legal firm of Wasserman & 
Shagan which contained an excellent 
statement of the arguments in favor of 
investment in securities that are normal- 
ly not utilized by corporate trustees. Mr. 
Golomb based his reasoning on the thesis 
that the control of money has a value 
separate and apart from the ownership 
of that money and the right to the 
income which is an incident of the 
ownership. The very fact that the em- 
ployer is in business at all is evidence 
that he can earn more on money in- 
vested in business than on money thrown 
into the stock market or money lending 
market. Hence the selection of indi- 
vidual trustees who, in addition to in- 
dependence, have a reasonably thorough 
knowledge of the industry in which the 
employer is engaged and of other similar 
industries, and who have access to 
sources of information in these particu- 
lar industries (which sources are not 
readily available to the average lender ) 








A regional trust operation 


offering complete personal 


and corporate services. 






1erican Jrust Company 


CHARLOTTE, NORTH CAROLINA 


MEMBER F.D.1.C. 


FEDERAL RESERVE SYSTEM 


Capital, Surp:us, Profits and Reserve over $13,000,000 





DECEMBER 1956 





makes it possible for the pension fund 
to earn a similar return. 


Our correspondent hastened to point 
out, however, that the “control” men- 
tioned is not used with its legal mean- 
ing. The earning capacity of the indi- 
vidual trustee in excess of the normal 
rate of interest otherwise available is, 
of course, for the sole and exclusive 
benefit of the employees and their bene- 
ficiaries, as required by the tax law. 
Nevertheless the very fact of making 
these investments may at the same time 
be of assistance to the employer com- 
pany by improving its position in its 
industry and related fields. This sub- 
sidiary advantage improves the em- 
ployer’s competitive position and there- 
by provides additional security for the 
employees in their jobs — which, as 
Mr. Golomb pointed out, many of them 
would regard as even more important 
than the security of their pensions. 


‘Prohibited transactions’ under the 
Internal Revenue Code, must, of course, 
be avoided. And it is essential to con- 
sider only investments which commend 
themselvés on their merits as being de- 
sirable from the point of view of the 
pension fund in the judgment of gen- 
uinely independent trustees. 


It is not unusual for the trustees to 











Ist in Delaware 


Equitable Security Trust Company 
is known as Delaware’s first trust 
company—first in history and first 
in modern, specialized trust depart- 
ment facilities. Estate settlement 
and trust administration have been 
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be able to engage in some transaction 
in which the company itself would other- 
wise engage, thereby freeing corporate 
funds for the purpose for which the 
company originally wanted to “bor- 
row.” An illustration is provided by the 
case of an employer who sells a product 
to commercial purchasers who in turn 
use it in further manufacturing, in an 
industry where competition takes the 
form, among others, of secured loans 
from those in the employer’s position 
to those in the position of his customers. 
Given trustees sufficiently familiar with 
the broad industry which includes both 
the employer’s business and the busi- 
ness of his customers, it is frequently 
possible for the trustees to make loans 
at 6% per annum, secured by real or 
chattel mortgages, which a bank, lacking 
the specialized knowledge which the 
trustees possess, would not be inclined to 
make. The employer would have to make 
such loans in any event. The trust fund 
earns a gross 6% and nets better than 
514%; the employer’s working capital 
is, in effect, increased because he is re- 
lieved of the necessity of making these 
loans himself. 


Mr. Golomb closed his letter with the 
following comment: 


“This approach to the old question 
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appears to have been worked out in- 
dependently by four or five groups 
throughout the country. The philos- 
ophy appears to be spreading and may 
become a dominant factor in the selec- 
tion of the kind of pension plan in 
future years. The banks and trust 
companies are losing a great deal of 
potential business in those future 
years, quite unnecessarily. It should 
be obvious that the same system which 
I have attempted to describe using 
individual trustees could be worked 
out with a bank trustee provided the 
bank was required to obey the invest- 
ment instructions of a committee ap- 
pointed for the purpose by the em- 
ployer corporation. Many banks re- 
fuse to act under these circumstances 
and others, with which I have dealt, 
have said that they would sign such 
an agreement but would resign as 
trustee the first time they were in- 
structed to make any investment 
which they would not have made of 
their own initiative anyway. 

“The corporate fiduciaries reason 
that there is no language or organi- 
zational system which can, as a prac- 
tical matter, relieve them of liability 
for investments which turn out badly, 
since they anticipate that the sym- 
pathies of any court would be with the 
pensioner. So long as that reasoning 
continues, it will remain true that 
individual trustees are appointed to 
manage these funds. In my opinion, 
the banks and their counsel would be 
well advised to reconsider placing 
more reliance on exculpatory language 
and systems which place investment 
outside the banks’ control.” 


There is probably much to be said in 
favor of the arguments advanced above. 
Perhaps we will have an early oppor- 
tunity to present a corporate trustee’s 
answer to the animadversions cast on his 
investment conservatism. 


Pension Seminar Sponsored by 
Baltimore Fiduciaries 


The Corporate Fiduciaries Associa- 
tion of Baltimore City sponsored on 
October 30 a Profit Sharing Plan Sem- 
inar. The subject was discussed by a 
panel consisting of John D. Wright, at- 
torney, as moderator; H. Vernon Eney, 
attorney; Philip Hudson, accountant; 
Edward M. McKewen, vice president of 
Mercantile-Safe Deposit & Trust Co., as 
trust administration officer; and John 
H. Croker, vice president of Fidelity- 
Baltimore National Bank & Trust Co., 
as trust investment officer. 


In the seminar, Mr. Wright repre- 
sented the president of a hypothetical 
corporation considering a profit shar- 
ing plan. The accountant presented bal- 
ance sheets and earnings statements 
(also available to the audience) for the 
past five years, and proposals for the 
plan were presented by the other panel 
members. At the close, Mr. Wright 
summed up the advantages to the com- 
pany, and to its officers and employees, 
of the proposed arrangement. 


A A A 


WacuHovia’s PooLep PENSION 
Funp Over MILLION 


The pooled investment fund for pen- 
sion and profit sharing plans estab- 
lished last July 1 by Wachovia Bank & 
Trust Co., Winston-Salem, N. C., has 
now passed the $1,000,000 mark with 
more than 30 trusts participating. 


The Diversified Fund is invested in 
a balanced portfolio of stocks and bonds. 
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ARIZONA 
Phoenix Charles E. James joined the bank as 
VALLEY asst. vice president in the investment 


NATIONAL BANK department. Formerly he was head of 
the trust investment division of MAN- 


UFACTURERS NATIONAL BANK of Detroit and asst. trust officer. 


CALIFORNIA 


Los Angeles Rollin B. Lane, Jr., named asst. vice 
SECURITY-FIRST president in the trust department. At 
NATIONAL PANK the Farmers & Merchants office, 
Lester A. Fant made asst. trust offi- 

cer, and James H, Read asst. trust investment officer. 


Los Angeles William R. Cole appointed asst. trust 


TITLE INSURANCE officer. 
& TRusT Co. 

/ San Francisco James K. Lochead advanced to chair- 
AMERICAN man of the board and chief executive 
TRUST Co. officer; Harris C. Kirk replaces him 


as president; Ransom M. Cook elected 
a member of the board in addition to his present title of 
senior vice president; and Frank M. Simpson, Jr., elected 
assistant secretary at the head office trust department. 


San Francisco George L. Cadwalader, Clair O. Hard- 
CROCKER-ANGLO ing and S. F. Semple appointed asst. 
NATIONAL BANK trust officers. Cadwalader received an 

A.B. degree at Stanford and an L.L.B. 

q at Hastings College of the Law in ’48; Harding, a B.S. in 

business administration at U. of South Dakota and an L.L.B. 

in law in ’48; Semple, a graduate of U. of San Francisco in 

’48, also studied at U.S.F. Law School. 


CONNECTICUT 
‘ Greenwich Miss Emily A. O’Neill, head of the 
GREENWICH trust department, elected an assistant 
TRUST Co. trust officer. Miss O’Neill joined the 
bank’s trust department in 1930. 
DELAWARE 
Wilmington James C. Morris, graduate of the U. 


EQUITABLE SECUR- 
ITy TRusT Co. 


of Delaware, promoted to tax officer 
and head of the tax section of the 
trust department. 


DISTRICT OF COLUMBIA 


Joseph L. Whyte promoted to vice 
president and trust officer, succeeding 
T. Stanley Holland as head of the 
trust department upon the latter’s 
retirement after 48 years of service. William S. French, Jr., 
elected asst. vice president and trust officer; B. Bruce Frantz 
advanced to asst. vice president and trust investment officer; 
James E. Connor and Karl F. Heinzman to trust officers; 


Washington 
AMERICAN SECUR- 
ITY & TRUST Co. 
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San Francisco 
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Wo. S. FRENCH, Jr. 


| TRUST PERSONNEL CHANGES 


Alfred T. Souder to trust officer and asst. secretary; and 
Henry F. Kimball named asst. trust officer. 


Mr. Holland was elected a member of the advisory board 
for branches, 


Whyte joined the trust department in 1946. A graduate 
of New York U., George Washington U. School of Law and 
the Graduate School of Banking at Rutgers, he is a past 
president of the Washington, D. C. Life Insurance and Trust 
Council, and adjunct professor Estate Planning Workshop, 
Georgetown U. Law Center. 


GEORGIA 


Atlanta Joe Fred Hildreth appointed asst. 
CITIZENS & SOUTH- trust officer. 
ERN NATL. BANK 


ILLINOIS 


Chicago David M. Kennedy elected president. 
CONTINENTAL ILLI- With the bank 11 years. he had been 
NOIS NAT’L BANK on leave of absence during 1953-54 

while acting as special assistant to 

Secretary of the Treasury Humphrey on problems of financ- 
ing and management of the Federal debt. He spent 16 years 
with the Board of Governors of the Federal Reserve System 
in various capacities including that of special assistant to 
the Chairman. Kennedy is a member of the bar, licensed to 
practice before the Supreme Court. 


George E. Brown appointed asst. 
trust officer. 


Chicago 
LASALLE 
NATIONAL BANK 


Lansing H. F. Smiddy, Jr., trust officer, super- 
FIRST vises the newly established trust de- 
NATIONAL BANK partment, with F. W. Tompkins as 

asst. trust officer. 


INDIANA 


F. Arthur Schack, trust officer, re- 
tired October 1 after 50 years in 
banking, and 35 as trust officer. Mr. 
Schack organized the first trust de- 
partment in Fort Wayne. 


Fort Wayne 
Fort WAYNE 
NATIONAL BANK 


KANSAS 


Mel W. Perry, Jr., became executive 
vice president and trust officer. 


Kansas City 
EXCHANGE 
STATE BANK 


KENTUCKY 
Louisville Wilbur T. Chapin elevated to the 
LINCOLN BANK presidency, succeeding the late Noel 
& Trust Co. Rush. Chapin’s vacated position of 


executive vice president went to Deroy 
Scott, former vice president. Garnett Cook, vice president 





B. BRUCE FRANTZ 
Washington 
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Washington Chicago 
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Rost. B. ‘SMITH 
St. Louis 


HAROLD M. KARLS 
Louisville Saginaw 


GARNETT Cook 


and trust officer in charge of the trust department, elected 
also a director. Cook, an attorney, has been with the bank 
since 1930, when he started as a lobby attendant. Later he 
was a bookkeeper, vault attendant and trust officer. 


MICHIGAN 
Detroit Carroll S. Anderson appointed invest- 
MANUFACTURERS ment trust officer. He was formerly 


NATIONAL BANK asst. vice president in charge of the 
investment division of TOLEDO (Ohio) 


TRUST Co. 


Saginaw Harold M. Karls succeeds the late 
SECOND NATIONAL Emil A. Tessin as vice president and 
BANK & Trust Co. trust officer; Clement P. Quinn ad- 

vanced to asst. vice president and 
trust officer. Karls has been with the trust and legal depart- 
ments for 22 years. 


MINNESOTA 
Minneapolis Kenneth H. Dally, who practiced law 
MARQUETTE before joining Marquette in 1954, ad- 


NATIONAL BANK vanced to asst. vice president and 


trust officer. 
Minneapolis 
NORTHWESTERN 
NATIONAL BANK 


Two new asst. trust officers appointed 
were Alfred Sedgwick, Jr. and Robert 
Kermott. Sedgwick is a graduate of 
U. of Minnesota Law School, and is 
currently in estate analysis at the bank. Kermott joined 
Northwestern in 1955. 


MISSOURI 


Kansas City Cyrus E. Ricketts named asst. cor- 
City NATIONAL porate trust officer. Before joining the 
BANK & TrRusT Co. bank in July, Ricketts was a partner 

in the local law firm of Gordon, Gil- 
more & Ricketts. He holds A.B. and LL.B. degrees from the 

U. of Kansas. 


St. Louis Robert Brookings Smith elected a vice 
MERCANTILE president in the trust department. 
TRUST Co. Smith became a general partner in 


the brokerage firm of Smith-Moore & 
Co. in 1928 and continued in this capacity until 1953 when 
he became a limited partner. He is vice chairman and a 
member of the executive committee of Brookings Institution 
in Washingion, D. C. 


Oliver T. Dieringer appointed asst. trust officer. 
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FREDERICK R. HALL 





PATRICK J. JAMES 


JAMES J. O’BRIEN 


JOHN J. SHEA 


New York New York New York 
NEW MEXICO 
Albuquerque Kenneth A. Krukm named trust in- 


FIRST vestment officer. He previously was 

NATIONAL BANK head of the investment division of 

Bay Trust Co., Bay City, Michigan, 

where he held the title of vice president and trust officer and 
was in charge of the Common Trust Fund. 


NEW JERSEY 


Summit James B. Stanley advanced to trust 
First NATIONAL officer, upon the resignation of E. B. 
BANK & TRuUsT Co. Pigeon to go with Winters National 

Bank & Trust Co., Dayton. Prior to 
joining the bank a year ago, Stanley had been trust officer 
at First NATIONAL BANK in Palm Beach. 


NEW YORK 
New York Named asst. vice presidents: Peter 
BANKERS A. Brock and William C. Schubert 
TRUST Co. (operations division), Frederick R. 


Hall and James K. Hart (investment 
research); asst. trust officers in trust and estate work: 
Edwin L. Sibert, Jr. and Malcolm A. Stevenson. 


Brock is a graduate of Fordham U.; Hall, of Yale and 
New York U. Graduate School; Hart, of Harvard College 
(also received an M.B.A. from Harvard Graduate School) ; 
Stevenson, of Harvard; and Sibert, of the U.S. Naval 
Academy (and also holds an M.B.A. from New York U. 
Graduate School of Business Administration). 


New York Advanced to vice presidents were 
CHASE Patrick J. James, James J. O’Brien 
MANHATTAN BANK and John J. Shea, previously asst. 

vice presidents. Messrs. James and 

O’Brien are in personal trust, Shea in charge of trust operat- 

ing and personnel activities. 

Walter H. Pecan, trust investment officer, promoted to asst. 
vice president; Delevan P. DeLong, Robert B. Miller, Jr. and 
James W. North -appointed personal trust officers; and 
Donald F. Eggleston an estate planning officer. 

New York 
HANOVER 


Stanley van den Heuvel appointed 
asst. vice president in the personal 


BANK trust department in will review and 

estate analysis. An attorney, he was 

formerly counsel for Remington Records, Inc., New York City. 

Named asst. treasurer: Alfred O. deGruchy; asst. secre- 

taries: Edward C. Hamilton and Thomas F. Seifert, all in 
personal trust. 
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JOHN F. SULLIVAN C. F. MATTON 


Charlotte Winston-Salem Roanoke 
Philadelphia 
NORTH CAROLINA BROAD STREET 
: : TRuUsT Co. 
Charlotte John F. Sullivan, in charge of the 
AMERICAN corporate trust department and pen- Pittsburgh 
Trust Co. sion and profit sharing, advanced to MELLON NATIONAL 


trust officer; James D. White to asst. 





Dayton 


trust department. 





GEORGE T. ELLIS 


trust officer and serves as estate administrator; and A. Louis 


Featherston made asst. trust officer. 

Tarboro 
EDGECOMBE BANK 
& Trust Co. 


John J. Mason elected president to 
succeed the late J. W. Forbes. Mason 
joined the bank in 1948 as asst. trust 


Roanoke 


officer and later became vice president 


and trust officer and member of the board. 


Charles F. Matton, head of the trust 
investment division, elected senior vice 
president; Robert C. Merritt named 
vice president and trust officer. 


Winston-Salem 
WACHOVIA BANK 
& Trust Co. 


First NATIONAL 
EXCHANGE BANK 


OHIO 


E. B. Pigeon appointed investment of- 


WINTERS NATIONAL ficer, having resigned as vice president 
BANK & Trust Co. 


dent and trust officer of First Na- 
TIONAL BANK & TrusT Co., Summit, 


N. J. David R. Miller named asst. investment officer in the 


PENNSYLVANIA 


John P. McCusker advanced from 
asst. trust officer to assistant secre- 
tary. 


Andrew R. Birney promoted to trust 
officer. 


BANK & TRustT Co. 


VIRGINIA 


Paul Stonesifer retired as vice presi- 
dent and trust officer in charge of the 
trust department, after more than 
forty years of service, starting as a 


messenger. George T. Ellis becomes head of that division 
with the title of senior trust officer. He has been with First 
National since 1927, when he also started as a messenger. A 
graduate of the Graduate School of Banking, Rutgers U., 
Ellis is a member of the Roanoke Estate Planning Council. 
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TRUST 
EMPLOYMENT EXCHANGE 
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Address correspondence to Trusts 
and Estates, 50 E. 42nd St., New 
York 17, attention Employment Ex- 
change, with code number. 


Trust department in San Antonio seeks 
assistant trust officer. See ad H65-3 

Florida trust department seeks man to 
take charge of trust operations with some 
administrative duties. See ad H-612-1 

New England bank seeks Trust De- 
partment head. See ad H-612-3 

Growing Trust Department in Ohio 
seeks trust officer, preferably an attor- 
ney, in middle or late thirties. Salary 
open. 611-2 

Officer (female) of investment com- 
pany desires position where long ex- 
perience as securities analyst and port- 
folio manager will be valuable. 611-4 

Attorney, 26, upper third leading mid- 
west law school, with year and half ex- 
perience as assistant trust officer in all 
phases of $17 million department, de- 
sires greater opportunity and remunera- 
tion as career trustman. 612-2 


Mergers, New Trust Powers 


Hartford & Windsor, Conn. — Merger 
of the HARTFORD NATIONAL BANK & 
Trust Co. and the WINDsSoR TRUST Co. 
has been ratified by stockholders. Effec- 
tive December 14, the Windsor Trust be- 
came a branch of Hartford National, 
which now has a total of $400,000,000 in 
assets and 17 branches. 


Brunswick, Ga. — AMERCAN NATIONAL 
BANK has been granted trust powers un- 
der the Federal Reserve Act. 


Baltimore, Md. — Effective early in 
January, the name of FIDELITY-BALTI- 
MORE NATIONAL BANK & TRUST Co. will 
be changed to FIDELITY-BALTIMORE NA- 
TIONAL BANK. 


Boston, Mass. — Stockholders will meet 
on December 20 to vote on merger of 
Day Trust Co. with MERCHANTS NA- 
TIONAL BANK, under the latter’s charter. 
The consolidated bank would have assets 
of about $200 million. 


Bound Brook & Somerville, N. J. — 
Stockholders approved consolidation of 
SECOND NATIONAL BANK of Somerville 
with the First NATIONAL BANK of Bound 
Brook, under the name of First NATION- 
AL BANK OF SOMERSET COUNTY. 


Huntington, N. Y. — HUNTINGTON 
STATION BANK and BANK OF HUNTING- 
TON & Trust Co. merged under charter 
of the latter and the new title of BANK 
OF HUNTINGTON, with the former’s of- 
fices as branches. 


McKeesport & Pittsburgh, Pa.—Stock- 
holders have approved purchase of 
WASHINGTON TrRusT Co. of Pittsburgh 
by WESTERN PENNSYLVANIA NATIONAL 
BANK, McKeesport. 


A A A 
IN MEMORIAM 


CARL A. BIRDSALL, president, CONTI- 
NENTAL ILLINOIS NATIONAL BANK & 
Trust Co., Chicago. 

Harry W. DAVIES, chairman of MARINE 
MIDLAND TRUST Co. OF CENTRAL NEW 
York, Syracuse, and former president of 
N. Y. State Bankers Association. 

CARROLL A. GUNDERSON, senior deputy 
manager and director of the Department 
of Government Relations of the AMER- 
ICAN BANKERS ASSOCIATION. 

JOHN J. LEAHY, vice president of the 
trust department of ROCKLAND-ATLAS 
NATIONAL BANK, Boston. 


NoEL RusuH, president of LINCOLN 
BANK & TrRusT Co., Louisville. 





OPPORTUNITY 
FOR TRUST OFFICER 


Trust Institution in San Antonio, Texas, 
seeking qualified Assistant Trust Officer 
below age of 45. Position offers substan- 
tial opportunity for advancement. Full 
background information required. Salary 
open. Contact: 


Box H-65-3, Trusts and Estates 
SO East 42nd St., New York 17 








TRUST DEPARTMENT 
HEAD 


Old progressive New England bank seeks 
Vice President to head Trust Department. 
Legal training, trust administration ex- 
perience and tax knowledge required. 


Box H-612-3, Trusts and Estates 
50 East 42nd St., New York 17 








WOULD YOU BE 
INTERESTED 


in position in expanding Trust Department 
in one of southeastern Florida’s finest 
cities, in charge of operations with some 
administrative duties? Exceptional future 
prospects. Two will be selected. Replies 
in confidence. 


Box H-612-1, Trusts and Estates 
50 East 42nd St., New York 17 
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TRUST CONFERENCE 
(Continued from page 1086) 


not advocated, however, in spite of the 
need to face the problem of shrinking 
monetary value. The price level should 
reflect only a modest upward trend be- 
cause of Reserve efforts to control in- 
flationary forces but interest rates should 
point higher than today, when critics 
are protesting “tight money.” Actually, 
contrasting with current Moody’s AAA 
bond yields of 3.54%, 1935 saw a 3.60% 
figure and 1965 should range around 
5% which was the average ruling rate 
in the ’20s. 


Electronics and the Mighty Midget 


The Electronics industry will be re- 
quiring, in the next ten years, about 
half the total of investment presently 
committed, and the $10 billion sales 
should double in that time, according 
to Robert W. Galvin, president of Motor- 
ola, Inc., who defined the industry as 
“the art and science of putting the vac- 
uum tube to work.” 


Much significance lies in the facts he 
gave about the impact of new inventions, 
such as the 30% increase in Radio busi- 
ness today compared with sales at the 
birth of Television, and doubling of 
Phonograph production this year over 
1940, thanks mainly to development of 
“Hi-fi.” Completing his list of ten- 
strikes, Mr. Galvin foresees ten million 
TV set sales a year. 


Though Radio has again become a 
stable earner, the portable models have 


been a profit depressant. Color TV is a 
prize candidate for tranquillizers or 
“happy pills” as the cost is too high 
for the mass market, unprofitable now 
and in the seeable future, while the pipe- 
lines are overfull of black-and-white, 
mostly in portables. 


On the Military side, sales of $4 bil- 
lion of Electronic goods are in sight, 
Mr. Galvin continued, especially for 
airborne guidance, but manufacturers 
(the more profitable side) are being 
forced into far wider competitive bid- 
ding, and he opined that only those 
companies with strong research and de- 
velopment personnel would find the fu- 
ture profitable. Communications uses 
are expected to nearly double by 1960, 
Automation and Computation uses to 
about treble; coincidentally the repair 
and maintenance side accounts for near- 
ly $3 billion a year. 

Admittedly overlooking some high 
hurdles, he saw prospects of electronic 
air-conditioning, cooking and washing, 
and stated that when that most remark- 
able of gadgets—the Transistor—is per- 
fected, it will open a whole new store 
of miniaturized products of improved 
performance, durability and conveni- 
ence. 


8,000 Chemical Developments 


One of the white hopes in a bright 
future is the chemical industry, the 
broad range of which was _ indicated 
by Donald K. Ballman’s statement that 
some 8,000 products are being produced 
currently, with more new ones coming 
along than can be evaluated in terms of 
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their usefulness. Mr. Ballman, who is 
general sales manager of Dow Chemical 
Co., reported its overall growth rate in 
the last 40 years at about three times 
that of all business, while that of the 
organic chemical sector has been five 
times, which means doubling every seven 
years. This rapid progress is largely due 
to intensified research, with 65 research 
workers per thousand production em- 
ployees, as compared with about 12 for 
general business. Chemical patents are 
roughly 20% of all patents issued. 


The speaker outlined some of the po- 
tentials being developed by his company 
in widely separated fields, which served 
to point up the practically limitless 
reaches of imaginatively applied tech- 
niques using these new _ materials, 
whether in aircraft construction or im- 
proved soil and agricultural control. One 
new product, a separant scarcely a year 
old, may result in major changes in 
processing technologies in various indus- 
tries which could completely alter equip- 
ment design and reduce total capital in- 
vestment. A number of developments are 
also providing ways to save considerable 
costs in manufacturing, as in the case of 
a bead-like chemical that becomes a 
foam blanket when heated and can be 
poured in for refrigerator insulation — 
cutting expense and fabrication time. 


In the free-for-all discussion that con- 
cluded this session, Messrs. Tongue and 
Bassie pressed opposite views as to near- 
future growth, stability or downturn, 
the consensus of ail four speakers being 
more to the favorable side, with Mr. 
Tongue pointing out that much of our 
past troubles have been identified with 
monetary abuses or credit overuse or 
shortage, which seem now to be in 
better keeping. 


Economies and Staff 


Economies in trust departments are 
effected chiefly through their own off- 
cers and employees, Russell H. Johnson, 
vice president of United States Trust 
Co., New York, told the Conference. 
He illustrated the kind of original think- 
ing that begets economies by discussing 
what to do about lack of sufficient vault 
space, and winds up with a recommenda- 
tion for both coupon and registered 
bonds in larger denominations. Nine 
other approaches to economy from with- 
in were offered by Mr. Johnson, whose 
remarks are excerpted at page 1104. 


A three-man panel presented “Per- 
sonnel Problems of the Trust Business.” 
The major difficulty besetting trust de- 
partments — that of securing competent 
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STORY OF THE CONFERENCE ..... 


The young Pasha had just succeeded 
to the throne. His Uncle immediately ad- 
vised him of the importance of finding 
the ablest possible Minister of Finance, 
and of giving him wide powers. 

The Pasha advertised the opening for 
this position and received three appli- 
cants. To test them, each was asked 
“What is the sum of two plus two times 
two?” The Englishman replied that it 
was a matter deserving serious considera- 
tion and he would reflect on it. The 
American took his book out of his pocket, 
figured on his slide-rule and went out in 
search of a computing machine. The 
Syrian said: “Are you buying or sell- 
ing?” 





people — is made harder by the low 
esteem in which young people hold such 
work, James L. Porter, vice president 
and manager of the personnel depart- 
ment of The Northern Trust Co., 
Chicago, informed the trustmen. Young 
college graduates are “remarkably un- 
aware’ of the opportunities in trust de- 
partments, and even law school grad- 
uates who have had courses in estate 
planning do not look on the trust de- 
partment as “exciting.” In fact, the com- 
mon mental picture of the trust business, 
the speaker said, “is a quiet somber 
room where a polite young man is as- 
sisting an even more polite older man, 
with both listening to the impolite com- 
plaining of some customer.” This con- 
ception is particularly unfortunate since 
the trust job is as demanding and inter- 
esting as any position in commercial 
banking which young people often de- 
scribe as exciting or glamorous. 


In trust business you work with a 
variety of people and come into their 
lives at a relatively intimate level, Mr. 
Porter pointed out. A young trustman 
may be asking a widow who is a com- 
plete stranger about her age, the loca- 
tion of her husband’s private papers and 
safe deposit box key, and he may soon 
be helping to make decisions about the 
maintenance of her home or the con- 
tinuance of her husband’s business. As 
an ideal, he should be intelligent, im- 
partial, and independent. He should have 
integrity and qualities of discrimination, 
and be mature enough to operate under 
“emergency” situations. 


The operation of a trust department 
— whether the staff is one person or 
2,000 — depends on the attitude, knowl- 
edge and skill of its people, James E. 
Scully, vice president of Chase Manhat- 
tan Bank, New York, advised the audi- 
ence. After analyzing the job, preparing 
a job specification and setting a standard 
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for job performance, recruitment begins. 
In this, one must talk “in terms of op- 
portunity, recognition, belonging, secur- 
ity, and financial opportunities.” 

The training which follows is defi- 
nitely the responsibility of the trustmen, 
for they alone can do it. A training staff 
is not necessary, especially in smaller 
banks. “You are training now,” Mr. 
Scully observed, and the question is, 
“Can you do it better?” In training per- 
sonnel, size is a handicap. A big bank 
needs formal policies, salary plans, and 
merit ratings. The small bank is close 
to its people. (See page 1114.) 


Managerial Development 


There are four elements in any pro- 
ductive program for development of ‘ex- 
ecutive quotient,’ Lawrence L. Ellis, part- 
ner of the Chicago management con- 
sultant firm of Booz, Allen & Hamilton, 
said in his panel address. These are 1) 
a sound organizational structure; 2) ef- 
fective appraisal methods; 3) selection 
of applicable development techniques; 
and 4) a comprehensive and competitive 
compensation program. 


No other factor of working conditions 
is so important to executive development 
as an organization within which execu- 
tives can practice what they learn, learn 
by doing. The plan must be clear as to 
functions, responsibilities and working 
relationships. It must provide for ade- 
quate delegation of responsibility and 
include opportunity for broadening 
specialists to meet general management 
requirements (as by job rotation, spe- 
cial assignments with committees, and 


participation in problem discussions). 
Above all, each executive position must 
provide a reasonable span of authority 
and the requisite supplementary organ- 
ization to enable the executive to spend 
sufficient time with each of his subordi- 
nates to foster their development and 
provide two-way communication. 


An effective appraisal program in- 
cludes four elements, the speaker said. 
These are: determination of qualities to 
be appraised; establishment of standards 
of performance; utilization of proven 
techniques; and a plan for counselling 
on results and development. The right 
characteristics which identify the pro- 
motable executive are position perfor- 
mance, drive, problem-solving ability, 
leadership, administration, initiative, 
motivation and creativeness. Training in 
this last is the new dimension in execu- 
tive development. 


Executive development is an_indi- 
vidual, not a mass, problem, Mr. Ellis 
stated, and the appraisal and setting of 
a development program is a tailor-made 
job. Selection of techniques should 
be on an individual basis. If certain 
weaknesses are prevalent through the 
entire executive group, however, these 
can be met by group education. 


Compensation provides an incentive 
to participate and interest while being 
trained. 


In pointing out that managerial abil- 
ity is the limiting factor in the progress 
of any company or business, Mr. Ellis 
said that a study of executives in the 
400 largest corporations showed that 
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11% are now over age 65 and 75% 
will retire in the next 15 years. 


Retain—or Diversify? 


The rule of diversification of trust 
investments is in essence the rule of 
prudence, according to Frederick O. 
Dicus of the Chicago law firm of Chap- 
man and Cutler. Since there is a strong 
presumption in favor of diversification, 
a trustee who fails to diversify the in- 
vestments initiated by him has the bur- 
den of establishing the prudence of his 
conduct, Mr. Dicus told the Friday 
morning audience. 


That there may be a lesser obligation 
to diversify investments received from 
the creator of the trust is indicated by 
Professors Scott’s change of position on 
this point in his recently published sec- 
ond edition of The Law of Trusts, the 
speaker observed. The existence of re- 
tention authority in the instrument or 
statutory law does not dispense with the 
requirement of prudence, Mr. Dicus de- 
clared, remarking that even a manda- 
tory direction to retain does not provide 
absolute protection under all circum- 
stances. 


What the measure of damages is for 
imprudent failure to diversify is also an 
uncertain question. However, Mr. Dicus 
concluded, trustees may take heart in 
the fact that courts have not abused 
fiduciaries in the application of the rule 
of prudence if they have exercised rea- 
sonable and honest care in the retention 
of securities within the terms of the in- 
strument and applicable statutes. (See 
page 1130 for excepts.) 


Political Persuasion 


Summarizing post-election possibili- 
ties, Walter Trohan, chief of the Chicago 
Tribune Washington Bureau, told the 
luncheon audience that President Eisen- 
hower’s second term would see conflict 
between the executive and _ legislative 
branches of the Government. The logical 
prediction on the business front, how- 
ever, is for peace and prosperity. 


The speaker pointed out the irresisti- 
ble temptation before representatives of 
both parties to play politics during the 
next four years at the Executive’s ex- 
pense, because his influence with Con- 
gress will be weakened by the third term 
ban. 


Not only will control of both houses 
lie with the Democrats but the Wash- 
ington news will be affected by the fact 
that an estimated 85% of the Capital’s 
newsmen are of that political persuasion. 
Although some experts now lean to- 
ward Democratic success in the 1960 
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Walter Trohan addressing Conference 
luncheon. 








presidential election, eight years of Re- 
publican control could produce a crop 
of new Republican voters and, due to 
this year’s failure to whip up any marked 
degree of farmer resentment, the farm 
issue should also be less important then. 


Mr. Trohan had praise for the Eisen- 
hower staff-type of organization serving 
the executive branch as an effective 
means of handling public affairs, over 
which the President functions as a chair- 
man of the board. This logical division 
of responsibilities among specialists is a 
practice which deserves, and will prob- 
ably receive, approval of succeeding ad- 
ministrations. 


Due to the dismal failure of foreign 
aid handouts to produce hoped-for 
friendship, passage of a similar program 
in the coming Congress will be difficult 
if not impossible. In general, however, 
the outlook is for continuation and en- 
largement of the first term pattern, to 
the extent that Congress will cooperate, 
with accent upon enlarged physical and 
social projects under Government aus- 
pices. 


Taxation, Planning & Short-Terms 


At the closing session, the duties and 
opportunities of executors in connection 
with income taxation of estates were 
pinpointed by William P. Sutter of Hop- 
kins, Sutter, Owen, Mulroy and Wentz, 
Chicago. Beginning with the decision as 
to whether or not to file a joint return 
with the surviving spouse and ending 
with questions on the closing of the 
estate, Mr. Sutter covered such other 
matters as choosing the fiscal year, 
avoiding treatment of legacy as income 
to the beneficiary, and allocating ad- 
ministration expenses against income or 
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estate tax. For the substance of his 
paper, see page 1108. 

Two elements which make up the 
estate of a corporate executive were dis- 
tinguished, by David W. Richmond, of 
Miller & Chevalier, Washington, D. C., 
as Personal (Insurance, Bank accourts, 
House, Securities etc.) and Corporate. 
The latter is a relatively new source of 
funds, including Pension and Stock op- 
tion rights, group insurance and any 
other deferred compensation or bene- 
fits not terminated by his death. 


“T am not thinking of estate planning 
primarily as a matter of tax savings 
or the setting up of tricky arrange- 
ments which may be artful but fail to 
meet the real needs of the dependents. 
Tax planning is called for only when 
there is a less expensive way to meet 
these needs, for example, where the 
marital deduction is appropriate.” With 
income tax rates what they have been 
and are, there probably are not so many 
executives that have a taxable estate 
large enough to justify an elaborate 
plan, said Mr. Richmond, who is also 
chairman of the Section on Taxation of 
the American Bar Association. 


Referring to lifetime gifts and trusts, 
he cautioned that while multiple trusts 
are helpful in many cases, the Internal 
Revenue Bureau’s plans for review of 
this device, leave the matter in some 
uncertainty, and that the study by the 
Mills Committee might result in tax 
upon each devolution, regardless of 
trust. At the same time, the special tax 
advantages of life insurance may be 
removed or modified. The new Code 
has, in his opinion, eased the “contem- 
plation of death” problems, but we must 
also contemplate, in planning, the prob- 
able lower value of the future dollar. 

Since much or even all of the “cor- 
porate” estate may end at time of death, 
while profit sharing or other rights are 
building up the estate, review of plans 
from time to time is of special im- 
portance, as in balancing between ex- 
ecutive’s retirement needs and those of 
his family, especially as deferred com- 
pensation plans often allow receipt of 
income when most desired, in some 
cases by the survivor. 


Stock options, Mr. Richmond said, 
are not as attractive as sometimes 
cracked up to be, since the optionee still 
needs money to exercise them, suggest- 
ing that it might be wise to provide cash 
by term insurance, where the executor 
can exercise options. 


Despite their complexity, short-term 
trusts offer a most practical way of 
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saving tax money for educational and 
charitable purposes and for supporting 
aged dependents, declared Daniel M. 
Schuyler, member of the Chicago firm 
of Schuyler, Richert & Stough. If broad 
powers are to be reversed to the grantor 
or others, each must be tested for its 
income, estate and gift tax consequences. 
Mr. Schuyler, who is also Professor of 
Law at Northwestern University, set out 
a classification of powers which may be 
reserved without subjecting the grantor 
to income tax (see p. 1092). 


On the other hand, the speaker said, 
a grantor who is not insistent on ex- 
tensive controls can still obtain income 
tax savings with a relatively simple 
trust. Mr. Schuyler presented several 
suggestions for avoiding the major un- 
solved problem raised by capital gains, 
and concluded that if the use of the 
short-term trust is legitimately counseled, 
it will make many friends for lawyer 
and trust officer alike. 


A A A 
Trust Cost Analysis Needed 


Only 23% of the nation’s trust depart- 
ments make a cost analysis on the basis 
of predetermined costs before accepting 
new accounts, a recent survey made by 
the Trust Division shows. Other ap- 
proaches to determining charges revealed 
by the survey are: 280 out of 489 re- 
porting require approval by an accept- 
ance committee; 382 out of 486 have 
a standard schedule of charges approved 
by the trust committee; 171 out of 396 
base their charges on some kind of cost 
study plus a fair profit; and 142 out of 
474 periodically determine the cost of 
handling an account in relation to com- 
pensation. The survey is reported in the 
November issue of the Trust Bulletin. 


A A A 


Maine Fiduciaries Elect 
At the annual meeting of Corporate 
Fiduciaries Association of Maine, held 
Nov. 7, the following were re-elected: 


President: Horace §S. Stewart, Jr., 
trust officer, Merchants National Bank of 
Bangor 


Vice Pres.: Duncan H. Newell, Jr., 
vice president, First Portland National 
Bank 


Sec.-Treas.: Philip R. Powers, trust 
officer, National Bank of Commerce of 
Portland. 


“Distribution of Income in Hands of 
an Executor” was the subject of Vincent 
L. McKusick’s talk, and “Methods of De- 
veloping Trust New Business” was dis- 
cussed by Earl R. Hudson of Kennedy 
Sinclaire, Inc. 
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Roanoke Estate Planning Council officers attending pre-organizational meeting of proposed 

council in Lynchburg: (left to right) W. N. Pierce, president of the Roanoke Council; E. 

Price Ripley, past president; Col. J. M. Barrett, past president; Hayden Anderson, vice 

president; and local organizers S. Bolling Hobbs, attorney; W. W. Averett Jr., insurance 

representative; E. B. Felty, insurance representative; and John T. Percy, representing trust 
officers. 


Estate Planning Councils 
The Lynchburg (Va.) Estate Plan- 


ning Council was formed at an initial 
meeting on November 12, which took 
the form of a dinner business seminar. 
J. Tucker Percy, trust officer of Lynch- 
burg National Bank & Trust Co., acted 
as chairman. Some of the Roanoke Es- 
tate Planning Council members were 
present to discuss, from their experi- 
ence, the kind of program on which the 
new group could embark. (See photo.) 
The Lynchburg group planned to meet 
again in December for definite organ- 
ization and election of officers. 


East Coast, Fla—The November 14 
meeting featured a Workshop Panel on 
a Sample Estate Plan. Panel members 
were: Russell Downs, trust officer; Wins- 
ton H. Taylor, life underwriter; S. Hil- 
burn Himes, CPA; and Wilbur E. Cook, 
attorney. The following officers were 
elected for the ensuing year: Pres.—S. 
Hilburn Himes, CPA; Ist Vice Pres.— 
William H. McLaughlin, life under- 
writer; 2nd Vice Pres.—Wilbur E. Cook, 
attorney; Sec’y-Treas.—Wyckoff Myers, 
trust officer, First National Bank, Palm 
Beach. 


Hawati—At the November meeting 
Samuel L. Zeigen, LLB, CLU, spoke on 
the Federal Estate Tax Return and Es- 
tate Planning. Robert R. Midkiff, presi- 
dent of the Council, has extended a wel- 
come to any visiting estate planning 
authorities who would like to address 
the Council, with the request that they 
write him at the Hawaiian Trust Co. 


Indianapolis—Howard Nyhart, CLU, 
employee benefit consultant and actuary, 
addressed the November 15 meeting on 
“The New Trust Service.” 


Des Moines—The November 5 meet- 


ing was addressed by Walter Brown 
and Rolland Grefe on “Perpetuating the 
Closely Held and Expanded Small Busi- 


ness.” 


St. Louis—Daniel R. Blount, director 
of sales training for International Shoe 
Co., spoke at the Nov. 13 meeting on 
“Motivating Men.” 

Long Island—Philip Shurman, tech- 
nical adviser to the Appellate Division 
of the Internal Revenue Service in New 
York, for Estate and Gift Taxes, ad- 
dressed the November 28 meeting on 
“Estate Evaluation Problems.” 


Dayton—Lawrence G. Knecht, Esq., 
of the Cleveland Bar, spoke on Sections 
302, 303, 318 and especially the Family 
Attribution Rule, at the November 6 
meeting. 


Pittsburgh—T. Rowe Price, Baltimore 
investment counsellor, spoke at the No- 
vember 7 meeting on “Growth Stocks 


Are Still Good.” 


Richmond——“A Look at the Economic 
Picture” was presented at the November 
26 meeting by J. Harvie Wilkinson, ex- 
ecutive vice president of State Planters 
Bank of Commerce & Trusts. 


Madison—“Gifts to Minors” was dis- 
cussed at the November 12 meeting by 
Miss Catherine Cleary, trust officer and 
vice president of First Wisconsin Trust 


Co., Milwaukee. 


Milwaukee—The November 26 meet- 
ing featured a panel discussion on “Split 
Dollar Life Insurance.” Panel speakers 
were: Richard L. Greene of Whyte, 
Hirschboeck & Minahan; Thomas A. 
Moore, vice president in charge of the 
trust department of Marine National Ex- 
change Bank; and William Pryor of 
Connecticut Mutual Life Insurance Co. 
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ON THE PUBLICITY FRONT 


Newspaper & Magazine Advertising 


“Where do smiles come from, 
Daddy?” inquires the little girl in an 
ad of First National Bank, Atlanta. The 
text discusses the fact that “in no other 
country are so many families blessed 
with so many good things,” talks about 
investment in shares of America’s fu- 
ture, and concludes that Atlanta’s “many 
fine brokers and investment firms” can 
offer wise counsel on investment and 
the bank’s trust department can advise 
on estate plans, thus insuring that the 
children’s smiles “will continue on and 


” 
on. 





Estate Planning 





Comes First! 


“Estate Planning Comes First!” This 
heading accompanies a picture of a 
chicken emerging from his eggshell and 
calling to mind the familiar proverb of 
which comes first, the chicken or the 
egg. Union Trust Co. of Maryland then 
explains that “your nest egg” or your 
estate needs careful advance planning 
“to make sure your family receives the 
greatest possible protection.” 


“You mean a gift to my college can 
result in a larger income for my fam- 
ily?” asks the happily incredulous man 
in an ad from Depositors Trust Co., 
Augusta, Me. The ad discusses possible 
tax advantages for the family accruing 
from charitable donations and offers a 
booklet on this subject. 


“His father plans to keep him there,” 
observes First National Bank, Akron, in 
an ad which pictures a baby sitting on 
top of the world. The text reminds the 
reader that life insurance provided by 
a thoughtful parent has “prevented many 
a child from having to carry the weight 
of the world on shoulders that were too 
young.” It goes on to urge full use of 
the bank’s experience in family protec- 
tion and estate settlement. 
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“The most amazing thing in the world” 
...in an ad of American National Bank 
& Trust Co., Chattanooga, . proves 
to be the attitude of a husband who used 
to laugh at having to help his wife bal- 
ance her checkbook, but in his will 
“made her responsible for managing his 
business” and said he was sure she could 
“provide their children with every ad- 
vantage on the income from the estate.” 
The will even said that she should man- 
age the property so that there would be 
enough for the children after her death. 
When the will was read, the widow sadly 
shook her head and exclaimed the title 
of the ad. 


“Sound Advice on Family Financial 
Problems for Young Married Couples” 
is offered the reader through the forum 
series advertised by First National Bank 
of St. Paul and its affiliate, First Trust 
Co. “Getting off on the right financial 
foot is vitally important to young mar- 
ried couples. That’s why our annual Fi- 
nance Forum this year is devoted to the 
financial problems faced by most young 
married people.” The titles of the four 
sessions are: Self Confidence—the Basis 
for Family Financial Planning; Your 
Banker—a Financial Adviser; A Real- 
istic Investment Policy; The Creation 
and Disposition of Your Estate. 


“What will the world be like in 
1986?” muses the businessman in an ad 
of Continental Illinois National Bank & 
Trust Co., Chicago. He is pondering the 
effectiveness of his company’s pension 
plan which must estimate conditions 
thirty years away. The ad develops the 
advantages of the bank’s two pooled 
pension funds, one for equity invest- 
ments and one for fixed income securi- 
ties. 


“Settling Jim’s estate taught me a les- 
son,” remarks the man in an ad of 
Crown Trust Co. (Montreal office). “I 
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From ad of First National Bank of Akron. 
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soon realized that my own pressing busi- 
ness responsibilities and lack of experi- 
ence with estate management would be 
a serious handicap to Jim’s beneficiaries. 
So, I appointed Crown Trust as my 
agent.” The story continues with a com- 
ment on the kind of service he received 
and that the experience convinced him 
that his own family “should have the 
same sort of security always. Yesterday 
I made sure that they would. I named 
Crown Trust as one of the executors in 
my will.” The ad includes the telephone 
number for the reader to use in seek- 
ing an appointment to discuss his own 
affairs. 


Booklets 


“Yes! for my loved ones only” is a 
pocket-sized 24-page booklet for record- 
ing essential data relative to one’s es- 
tate, distributed by Central Bank & 
Trust Co., Miami. The record does not 
disclose the value of any assets, and the 
user is warned that it does not “create 
a will,” but it does provide convenient 
places for listing the types of property 
owned and the location of documents 
such as a will, life insurance policies, 
securities, tax receipts, bank books and 
personal information. It also records the 
names and addresses of people import- 
ant to reach in case of emergency or in 
the settling of one’s estate. “Explana- 
tory Notes” offer practical advice re- 
garding various kinds of assets and the 
requirements of the law. One page can 
list heirs and relatives, and several are 
provided for memoranda and tax notes. 


a a | 


@ A. M. MeNickle, vice president in 
charge of business development and pub- 
lic relations for Fidelity Trust Co., 
Pittsburgh, spoke to the members of the 
Tri-State Chapter, Sigma Delta Chi pro- 
fessional journalistic fraternity, on 
“Shakespeare, the Salesman” at the 
Pittsburgh Press Club on November 13. 
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INSURANCE IN PROFIT 
SHARING 


(Continued from page 1090) 


the same amount of current insurance 
protection is provided an employee, 
under a group term insurance program, 
outside of the trust, its premium value 
is not considered taxable to him. In 
both cases, of course, the employer pays 
relatively the same price for the current 
life insurance and receives, either di- 
rectly or indirectly, a current deduc- 
tion. Thus, from a tax standpoint, if an 
employer is desirous of providing death 
benefits for a group of his employees, 
he will usually be well advised to do it, 
if at all possible, outside of the profit 
sharing trust on a group term basis, 
rather than through the purchase of life 
insurance contracts by the trust itself. 


The tax “advantage,” on the other 
hand, derives from a comparison of 
the individual participant’s tax situa- 
tion if he has to buy insurance himself 
outside the plan with after-tax earnings, 
and if he is permitted to buy it from 
employer-contributed funds on deposit 
in his profit sharing account (which are, 
in effect, before-tax earnings). For the 
employee in the higher tax brackets, 
even considering the nominal net term 
tax he will pay on trust-purchased in- 
surance, this “advantage” may appear 
to be considerable, particularly if it 
should be held (which appears doubtful 
at present) that the proceeds of the 
trust-held insurance policy were not sub- 
ject to estate tax. As a word of warning 
—hbefore deciding on such purchases 





with before-tax trust dollars, rather than 
with the individual’s after-tax income, 
on the strength of the current tax differ- 
ential alone, an analysis should be made 
of the comparative tax effects on the 
eventual distribution to the beneficiary. 


Tax Considerations in Purchase of 
Annuities—A second special tax consid- 
eration concerns the purchase of annui- 
ties at retirement. 


Many employers are loathe to “dic- 
tate” the terms under which distribu- 
tions from a profit sharing trust will be 
made to participants, preferring to have 
the employee paid in a lump sum and 
left to do as he wishes with the money. 
Such lump sum settlements are often 
disadvantageous taxwise and may be 
particularly so in any situation where 
an employee would normally buy an 
annuity with part or all of his distribu- 
tion at retirement. A preferable proced- 
ure will usually be to have the plan so 
arranged that the profit sharing com- 
mittee can determine on distribution of 
part or all of the account as an annuity 
and can direct the trustee to make the 
purchase. 


Where the trustee in such*cases buys 
the annuity for distribution to the par- 
ticipant, the full dollar amount from 
the employee’s account may be applied 
to the purchase; whereas, if the em- 
ployee initially receives cash from the 
trustee, he must first pay the tax from 
this distribution, and he will have only 
the after-tax remainder to use for the 
annuity purchase. The difference in 
amount of annuity purchasable under 











PENNSYLVANIA FIDUCIARY? 


Our Trust Department has full 


We offer complete Personal and 
Corporate Trust Service in 


Libely Real Estale 


BANK AND TRUST COMPANY 


Trust Department 


Fifteenth and Sansom Streets 
Philadelphia 2, Pennsylvania 


NEED A 


trust powers 


Pennsylvania 








1158 


such circumstances will, in many cases, 
be as much as 3314% or even more, 
depending on whether or not the cash 
distribution to the participant would 
have been considered capital gain. 


An exception to this general “annuity 
purchase” rule should be noted with 
respect to any participant who will con- 
tinue in relatively high tax brackets 
after retirement. In such cases, it may 
be better taxwise to have any retiring 
participants desiring annuities paid 
their distributions on a lump sum capi- 
tal gains basis from the trust. Even 
though the actual amount of annuity 
purchasable by the participant on this 
latter basis may be considerably below 
the amount purchasable by the trustee 
with an equal proportion of the account, 
the net after-tax return may be greater, 
since income from the annuity purchased 
by the participant would be only parti- 
ally taxable under the annuity rules, 
whereas the payments from the trust- 
purchased annuity would be fully tax- 
able as ordinary income. 


“Testing” Insurance Purchases—Pro- 
fit sharing trusts are, of course, only a 
part of the overall employee benefit pic- 
ture of most companies. In addition, 
one of the prime advantages of a profit 
sharing plan is its flexibility and the 
fact that it requires no fixed commit- 
ments, either as to amounts that will be 
accumulated or as to the method of 
their distribution. 


As a result, proposals to have a 
profit sharing plan purchase insurance 
or annuity contracts (which are, in 
most instances, relatively inflexible) 
should always be tested as to: 


1) whether the desired objective 
can better be attained through an- 
other of the company’s employee 
benefit programs; 


2) whether the objective may not 
be better attained by other means 
than insurance contracts; 


3) whether the proposed purchase 
will unduly curtail the plan’s flexi- 
bility; 

4) whether the proposed purchase 
will set up fixed premium require- 
ments which the plan might not be 
able to meet in future years. 

The manner and extent to which such 
“tests” may be applied depends on the 
proposal under consideration. However. 
a few specific examples will illustrate 
the nature of this “testing.” 

Assume a proposal that suggests life 
insurance contracts for all participants, 
in order to increase their death benefits. 
A “test” here would be whether this 
objective could not be better accom- 
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plished through a group term program 
outside the trust. Another “test” would 
be whether any proposed fixed premium 
for insurance could “eat up” the partici- 
pants’ accounts during a series of low 
or no-contribution years. 


Or, perhaps, the proposal is to buy an 
annuity for a retiring participant. One 
“test” here would be whether a distribu- 
tion to the retiree of only the earnings 
and perhaps appreciation in his profit 
sharing account each year (retaining the 
principal in trust, either for eventual 
payment or to continue the income to 
his survivors) would not be more satis- 
factory than completely paying out both 
principal and earnings, as would be done 
if an annuity were purchased. 


While it probably goes without say- 
ing, an additional overall “test” should 
always be applied to any insurance or 
annuity purchase in the form of an ade- 
quate review to make certain that the 
type of contract contemplated is the 
one best suited to accomplish the de- 
sired objective. 

Trust and Participant Accounting 
Problems—Use of insurance or annuity 
contracts in a profit sharing trust often 
poses special problems with respect to 
valuing and maintaining participant 
account records under the plan. 


Obviously, the work of maintaining 
participant and investment records will 
be substantially increased where insur- 
ance purchases must be segregated on 
an individual account basis. 


In addition, problems may arise from 
the fact that profit sharing trusts are 
customarily valued at market, for pur- 
poses of determining participants’ re- 
spective interests; and market, as far 
as most life insurance contracts are con- 
cerned, will be their cash value which, 
during their early years at least, may 
be considerably less than the amount 
of the premiums paid. 


Whenever “key man” or “stock pur- 
chase” insurance is being considered, 
the implications of this valuation prob- 
lem should be thoroughly investigated. 
Valuation “at market,” as provided by 
most trusts, will mean, if such insur- 
ance is bought, an immediate decrease 
in all participants’ accounts—a “de- 
crease” which may not be made up 
until death of the individual on whose 
life the policy was purchased. Thus, the 
insurance policy may prove a bonanza 
for the participants who survive the 
insured, but a considerable loss for 
those who retire and receive their dis- 
tributions at an earlier date. 
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To some extent, this situation can be 
remedied by providing for valuation of 
such contracts on the basis of the higher 
of “premiums paid” or “cash value.” 
However, this procedure, too, is poten- 
tially unsatisfactory, since it is not true 
value during early policy years and may 
lead to complications if the policy is 
surrendered or the trust terminated. 


The necessity of valuing life insur- 
ance in a profit sharing plan at its cash 
value (i.e., market value) also creates 
a special problem with respect to any 
non - fully - vested terminating account, 
which includes life insurance policies, 
purchased for the participant, with em- 
ployer contributions. If the vesting per- 
centage is applied to the total market 
value of such an account (i.e., the ag- 
gregate of the cash value of the insur- 
ance plus its share of the funds other- 
wise invested), the terminating partici- 
pant will, in effect, be able to “share” 
with non-terminating employees the cost 
of the insurance protection he has re- 
ceived. This is due to the fact that the 
value of the forfeitures from his account 
(which would normally be allocable to 
these remaining participants) will, in 
effect, be reduced by the proportionate 
part of any unrecovered amounts which 
have been paid out for his benefit in 
insurance premiums. 


Where amounts put into personal in- 
surance are only a small per cent of 
participants’ allocations, or where the 
insurance has a relatively high cash 
value, this potential “loss” from termin- 
ating employees may be so small as not 
to be worth bothering with. 


However, where the proportion going 
to insurance is high, or the cash value 
relatively low, and particularly in plans 
where participants have the right to di- 
rect, on an individual basis, the amount 
of their allocations to be used for their 
insurance, safeguards should be pro- 
vided protecting the plan against termin- 
ating participants receiving, in effect, 
substantial unearned vestings. The fair- 
est solutions, in such circumstances, 
seem to be provisions in the trust re- 
stricting premiums for any participant’s 
insurance to amounts already vested in 
him, or provisions offsetting any vested 
interest a terminating participant has in 
the balance of his account by any non- 
vested, unrecovered amounts expended 
for his insurance benefits. 


Conclusion 


While this review is by no means 
exhaustive, it has tried to indicate the 
areas of profit sharing in which insur- 
ance and annuity contracts have a place 
and some of the special considerations 
affecting their use. Obviously, no spe- 
cific conclusions should be drawn from 
such a review as to the merits of insur- 
ance purchases in any particular situa- 
tion or profit sharing trust. 


As a general conclusion, however, it 
seems fair to say that insurance con- 
tracts can be very useful vehicles (often 
the only vehicle) for accomplishing cer- 
tain specific objectives under a profit 
sharing plan; but any decision regard- 
ing their use in a particular trust should 
be taken only after careful study and 
analysis by competent advisors. 
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CURRENT LITERATURE 


Books 
Federal Estate and Gift Taxes 
CHARLES L. B. LOWNDES & ROBERT 


KRAMER. Prentice-Hall, Inc., Englewood 
Cliffs, N. J. 1028 pp. $25. 














A leading lawyer who is also a tax 
teacher remarked to this reviewer that 
this new book is the finest he has seen 
to accomplish the dual purpose of serv- 
ing the practitioner and the student. We 
echo that appraisal. Actually, the two 
Duke Law School professors avow the 
purpose as three-fold, dividing practi- 
tioners into two groups: the experienced 
person for whom this volume is designed 
as a compact refresher, and the general 
practitioner for whom the material offers 
a means of familiarization with tax fac- 
tors in estate planning, drafting and ad- 
ministration. 


With respect to each tax, the struc- 
tural treatment is a brief outline of its 
nature, history and constitutionality, fol- 
lowed by analysis of each form of item 
considered part of the gross estate, or 
a taxable transfer as the case may be. 
Exemptions, deductions, valuation and 
procedural steps are covered in detail. 


Perhaps the most interesting section 
of the book is the last fifth dealing with 
Tax Planning for Estates, which includes 
income tax considerations. Penetrating 
observations are made on the uses and 
abuses of formula clauses for obtaining 
the marital deduction. All in all, the 
broad panorama of tax planning devices 
should prove valuable. 


Saving Income Taxes by Short Term 
Trusts 


REUEL L. OLSON & R. L. GRADISHAR. 
Prentice-Hall, Inc., Englewood Cliffs, N. J. 
190 pp. $7.50. 


Here is an extremely valuable manual 
for those contemplating the use of short 
term trusts. Although it appears to be 
aimed, in part at least, at the property 





owner, it will probably prove most useful 
to technicians; the preface itself indi- 
cates how the book can profit ac- 
countants, attorneys, trust departments, 
insurance underwriters and even invest- 
ment people and charitable organizations. 


Each of the eight Code sections deal- 
ing with term trusts is explained in 
understandable language. This treatment 
is followed by an analysis of the five- 
year throwback rule as it applies to such 
trusts, accompanied by a most helpful 
and detailed example of a mathematical 
interpretation of the rule. After two 
brief chapters highlighting the gift and 
estate tax consequences of short term 
trusts, the authors present no less than 
16 situations in which income tax sav- 
ings may be effected, each reflecting gift 
and estate tax results as well. 


Revealing the collaboration of ac- 
countants in the preparation of the book 
are copious tables and charts showing 
among other figures the annual income 
tax savings achieved through shifting 
income ranging from $1,000 to $16,000; 
Completing the comprehensive scope of 
the volume is an appendix containing the 
text of the pertinent Code sections, Regu- 
lations and Congressional Committee Re- 
ports. One might have wished for the 
inclusion of a specimen agreement but 
this doubtless was omitted due to the 
intended distribution to laymen. 


Succeeding with Profit Sharing 


J. J. JEHRING. Profit Sharing Research 
Foundation, 1718 Sherman Ave., Evanston, III. 
164 pp. $4.00. 


Employees who work for the growing 
number of profit sharing companies in 
the United States are very much in favor 
of their profit sharing plans, but large 
segments of management feel that they 
are not doing a satisfactory job of get- 
ting the profit sharing idea across. This 
conclusion is based on this new study by 
the Foundation of which the author is 
Director. There is definite evidence, he 
finds, that the success of the profit shar- 
ing plan depends upon the success which 
management has had in communicating 
the ideas in the profit sharing concept. 
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Mr. Jehring found that talking to the 
employees by top management was the 
most effective means of getting the profit 
sharing idea across to the employees; 
written and visual communications, 
though useful, were not as important as 
oral communications. He also discovered 
that the use of the foreman was generally 
not a good method for reaching the em- 
ployee with profit sharing information. 
Employees preferred to look to top man- 
agement for profit sharing information, 
not to their foreman. 


The study consists of an analysis of 
data gathered from over 200 profit shar- 
ing companies by questionnaires, as well 
as that gathered from 18 case studies of 
profit sharing plans through extensive 
interviews with employees and managers. 


Guide to Pension and Profit Sharing 
Plans under Internal Revenue 
Code of 1954 
ROBERT S. HOLZMAN. Farnsworth Publish- 
ing Co., 485 W. 22nd St., New York 11; 64 
pp. $2.50. 

A complete revision of the 1953 edi- 
tion, this monograph (published as the 
September issue of the Estate Planners 
Quarterly) explains in question and an- 
swer form the nature of pension and 
profit sharing plans, how they operate, 
and their tax and non-tax advantages for 
employer and employee. For quick refer- 
ence on basic aspects of benefit plans, 
this is a useful tool. 


Social Security — Fact and Fancy 


DILLARD STOKES. Henry Regnery Co., Chi- 

cago. 208 pp. $4.00. 

Our Social Security system has suf- 
fered from its inception from the inher- 
ent defects of political compromise and 
opportunism. As coverage has been ex- 
tended and benefits enlarged, it is no 
secret than many of its inequities have 
been grotesquely compounded. This study, 
however, by a series of specific examples 
reveals social security’s fantastic short- 
comings and gaps which render it noth- 
ing more than another instrument of 
taxation, while it builds up potential fu- 
ture liabilities which have a minimum of 
actuarial relationship with estimated re- 
ceipts. 

The principle of a soundly-based re- 
tirement plan in which the contributor 
can create and devise an interest to his 
loved ones is fine but this is not at.all 
what the Social Security system offers. 
It is rather a dole, and not a very well 
conceived one, which deprives countless 
thousands of “benefits” which they 
thought they had purchased, while others 
benefit out of all proportion to their 
contributions. Also, the entire approach 
of limiting the qualified recipient to the 
dead level of $1,200 per annum from 
earnings without loss of benefits is un- 
realistic and antisocial. 


The author presents a new approach 
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embodying separation of relief from 
social security, which provides for pur- 
chase of Social Security Bonds to be 
issued by the Government, returning in- 
come from age 65. It would be necessary 
to make settlement with present bene- 
ficiaries at an estimated cost of $30 bil- 
lion but this might well be cheaper in 
the long run than to continue upon the 
current basis while accruing even greater 
liabilities which might force readjust- 
ment or repudiation. 


Everyone interested in his declining 
years, namely, about all of us, ought to 
check the possible pitfalls in the existing 
law’s technicalities which may deny the 
hoped-for benefits when most wanted. 
Probably a good many will discover, to 
their dismay, that some quirk or change 
in family relationship might reduce or 
void Social Security’s support. It’s worth 
looking into. 


ARTICLES 


Gifts to Children 


DANIEL G. TENNEY, Jr. The Practical Law- 

yer, Nov. 1956 (133 S. 36th St., Philadelphia 

4; $1.25). 

This is a comprehensive treatment of 
the practical aspects of making gifts to 
minors under the recently adopted 
statutes validating such transfers under 
prescribed conditions. The author de- 
scribes how the statutes work, the ad- 
vantages and disadvantages in using 
them, tax implications, choice of state 
law, and many specific questions. Ap- 
pendices cite the statutes, applicable gen- 
eral legal principles and a bibliography. 


Joint Tenancy and Estate Tax Avoid- 
ance 

Note, Yale Law Journal, Nov. 1956 (127 Wall 

St., New Haven; $2). 

Recent decisions point up the possi- 
bility that transferors may relinquish 
strings of control in contemplation of 
death without incurring the severe tax 
consequences of control retained at death. 
Thus, where, in one case, a joint tenant 
and, in another, a tenant by the entire- 
ties transferred securities (contributed 
solely by him) in contemplation of his 
death, the courts included only one-half 
the value in the decedent’s estate. Criti- 
cizing the reasoning of these decisions 
but recognizing the improbability of Con- 
gressional integration of the estate and 
gift taxes (which would nullify the tax 
advantages of inter vivos transfers), the 
author suggests that the doctrine of these 
cases be limited to joint estates. 


(An article on the same subject, by 
L. Hart Wright, appears in the Nov. 
1956 issue of Michigan Law Review — 
Ann Arbor; $1.50. He concludes that 
Congress should close the loophole by 
fixing the relationship between the joint- 
ly-held property provision and Sections 
2036, 2087 and 2038.) 
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A Model Will 


WILLIAM J. BOWE. Vanderbilt Law Review, 

June 1956 (Nashville 5; $2). 

Professor Bowe sets out a model will, 
with explanatory comments, of the father 
of a closely-knit family group, designed 
to minimize estate and income taxes. 


Multiple Accumulative Trusts under 
the Income Tax 


JOHN W. ERVIN. Southern California Law 
Review, July 1956 (Los Angeles 7; $1.50). 


Outlining the uses of multiple accumu- 
lative trusts, principally as a device for 
reallocating income among separate tax- 
able entities, this article next deals with 
the legislative and judicial limitations on 
their employment. Suggestions are made 
for drafting the instruments and what 
and how to transfer to the trustee. Hav- 
ing done so, Professor Ervin then pro- 
ceeds to offer various approaches to 
drafting a statute which would eliminate 
or deter multiple accumulative trust 
avoidance. 


OTHER ARTICLES 


Some Current Problems on Gifts to 
Minors, by Catherine B. Cleary: Journal 
of Chartered Life Underwriters, Fall 
1956 (3924 Walnut St., Philadelphia 4; 
$1.50) 


A Psychologist Looks at Estate Plan- 
ning, by Robert Emerson Potts: Ibid. 


Professional Responsibility in Estate 
Planning, by Richard M. Heins, Ibid. 


When and How to Use New Statutory 
Custodian for Gifts to Minors, by M. R. 
Schlesinger: Journal of Taxation, Nov. 
1956 (3924 Walnut St., Philadelphia 4; 
$1.25) 


Income Tax Planning (and Pitfalls) in 
Administration of Decedents’ Estates, by 
John H. Falsey: Connecticut Bar Jour- 
nal, Sept. 1956 (30 Oak St., Hartford; 
$1) 

New York State Income Tax Problems 
Relating to Decedents, Estates and 
Trusts, by Abraham J. Briloff: N. Y. 
Certified Public Accountant, Oct. 1956 
(677 Fifth Ave., New York 22, 50¢) 


Connecticut National Bank 
Publishes 150th Anniversary 
Booklet 


On the last Monday in December, 
1806, subscription books for the Bridge- 
port Bank—ancestor of the present Con- 
necticut National Bank—-were opened at 
“the house of Ezra Gregory.” What hap- 
pened thereafter is delightfully told in 





“Experienced trust officers are prepared to 
administer all types of personal trust ac- 
counts.”"—From Connecticut National Bank 
anniversary booklet. 


a beautifully illustrated booklet publish- 
ed by the Bank in commemoration of its 
150 years of operation. 


The Bank prospered from the start, 
authorizing its first dividend of $1.50 a 
share within a year and a half of its 
opening. Local loans were profitable, 
but not large, and the directors took ad- 
vantage of the proximity of the New 
York money market and first president 
Dr. Isaac Bronson’s associations there 
to invest surplus funds. When gold and 
silver were so scarce in 1814 that most 
banks suspended specie payment, the 
Bridgeport Bank continued to redeem its 
notes in specie, as it did again in the 
panic of 1837. 


Trust business was added during the 
nineteen twenties. So well did the new 
trust business develop that now, under 
the leadership of senior vice president 
and trust officer J. Walker Hill, the De- 
partment has nine full time officers and 
reported at the 1955 year-end, “Profits 
this year are substantial.” 
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FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 
Foosaner, Saiber & Schlesinger, Newark, New Jersey 


ESTATE TAX 


Widow’s allowance during estate ad- 
ministration does not qualify for marital 
deduction. In his will, decedent, after re- 
citing that income of approximately $5,- 
000 had been provided for his wife 
through life insurance, devised balance 
in trust to pay so much of income to wife 
to make total of $5,000 annually. Will 
made no reference to any “widow’s allow- 
ance.” In probate proceedings, state 
court made allowance of $10,000 for sup- 
port and maintenance of wife for one 
year. In estate tax return amount of 
$10,000 was claimed as marital deduc- 
tion. Commissioner disallowed deduction. 


HELD: For Commissioner. Widow 
does not take her allowance as legatee, 
heir or beneficiary of decedent’s estate. 
It is, in effect, cost of and attaches to 
administration of estate. Therefore, al- 
lowance not being interest in property 
passing from decedent, it does not qual- 
ify for marital deduction. Est. of Proc- 
tor D. Rensenhouse, 27 T.C. No. 10, Oct. 
22, 1956. 


Valuation of closely held corporate 
stock based upon financial data of com- 
pany. Decedent at time of his death own- 
ed stock in closely held family corpora- 
tion. Estate returned value of stock at 
$150 per share, whereas Commissioner 
made determination of $600 per share. 
In Tax Court trial, estate introduced ex- 
pert witnesses who testified to value 
varying from $150 per share to $225. 
Commissioner relied on financial inform- 
ation, such as book value of approxi- 
mately $680 per share, earnings for five- 
year period of $54 per share, and divi- 
dends of $15 per share for five years. Tax 
Court determined fair market value at 
$375 per share. Estate appealed, con- 
tending that since no evidence was of- 
fered by Commissioner to directly refute 
or contradict testimony of expert wit- 
nesses, such evidence should have been 
given greater weight. 


HELD: For Commissioner. Where 
there is substantial evidence in record 
to support court’s decision, court is not 
bound by opinion of experts. Here there 
was adequate financial data to support 
court’s determination of value. Although 
trial court must consider evidence of 
competent impartial expert witnesses, 
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court is one to determine its worth, and 
make final determination of facts. Est. 
of Cora R. Fitts v. Comm., 8th Cir., Oct. 
30, 1956. 


Bond purchases in names of children 
not made in contemplation of death. 
Within period of two years of his death, 
decedent purchased U. S. Savings Bonds 
in names of his two minor daughters. 
Bonds remained in his possession until 
his death. Purpose in purchasing bonds 
was to provide for children’s education 
and forestall wife’s use of funds. Dece- 
dent had been afflicted for over ten years 
with incurable disease, but he was un- 
aware of its fatal character and he had 
reason to believe his case was mild or 
under control. Although his bodily condi- 
tion was precarious and deteriorating 
during period when bond purchases were 
made, he remained actively engaged in 
business and his mental condition had 
improved. Commissioner included value 
of bonds in estate as gifts in contempla- 
tion of death. Estate sued for refund. 


HELD: For estate. Fact that decedent 
had particular disease cannot of itself 
be regarded as decisive that motive for 
purchase of bonds was one associated 
with death. Taxpayers are entitled “to 
every intendment in their favor” which 
may appear with reasonable certainty 
from evidence. Here motives to provide 
for children’s education and _ protect 
funds were associated with life and not 
death. Browarsky v. Granger, D.C. W.D. 
Pa., Oct. 29, 1956. 


Inter vivos transfer in consideration of 
promise to manage and pay income of 
securities to transferor for life does not 
constitute bona fide sale. Decedent trans- 
ferred certain stocks, bonds, mortgages 
and cash of $50,000 to each of her two 
daughters who agreed to manage prop- 
erty and to pay income therefrom to de- 
cedent for life. She had previously suf- 
fered heavy losses and wished to be re- 
lieved of responsibility of management. 
District Court held transfer was bona 
fide sale for adequate and full considera- 
tion in money or money’s worth and, 
therefore, was not includible in dece- 
dent’s estate. Commissioner appealed. 


HELD: District Court reversed. Most 
significant effect of transfer was reten- 


tion by decedent of income until her 
death. Greatest value was _ retained, 
namely, continuing right to receive in- 
come. Even though daughters had pos- 
session and control of securities, they 
did not have beneficial enjoyment until 
transferor’s death. Although there was 
some consideration in “money or money’s 
worth” it did not constitute full and 
adequate consideration. Case was, there- 
fore, remanded to District Court to de- 
termine excess of fair market value of 
transferred property over value of 
daughters’ contingent annuity agree- 
ments. Greene v. U. S., 7th Cir., Oct. 15, 
1956. 


Gifts to save income taxes motivated 
by lifetime purposes and not contempla- 
tion of death. Decedent was 80 years of 
age at time she made certain gifts to her 
daughter. She was in apparent good 
health although she died about one year 
later. She had been advised to make 
gifts by her financial advisor and at- 
torney in order to save income taxes. 
Commissioner included gifts in decedent’s 
estate as transfers made in contempla- 
tion of death. 


HELD: For estate. Decedent’s desire 
age nor apparent good health was suffi- 
cient to reach decision for either party. 
However, purpose to save income taxes, 
while at same time retaining income in 
family, is one associated with life and 
contradicts any assumption of contem- 
plation of death. Est. of May H. Shel- 
don, 27 T.C. No. 20, Oct. 31, 1956. 


Proceeds of life insurance trust held 
not includible in decedent’s estate. Four- 
teen years prior to his death, decedent 
placed certain life insurance policies in 
irrevocable trust. Prior thereto, certain 
of policies had been held in revocable 
trusts which were revoked by decedent 
and loans made on policies. Trust agree- 
ment provided that trustee was to fol- 
low those instructions decedent might 
give in management of any added prop- 
erty. Commissioner included proceeds of 
policies in decedent’s estate on ground 
that transfers were in contemplation of 
death and were ones in which decedent 
retained “incidents of ownership.” 


HELD: For estate. Neither advanced 
to protect principal from his past exper- 
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iences of constant borrowings on policies 
is life-motivated purpose. Such motive is 
sufficient to overcome contemplation of 
death implications arising from subject 
matter of trust, such as life insurance. 
Requirement of following decedent’s ad- 
vice in management of property was 
limited to investment advice and did not 
include any “economic benefits.” Est. of 
Edmund W. Mudge v. Comm., 27 T.C. 
No. 19, Oct. 31, 1956. 


INCOME TAX 


Discharge of antenuptial agreement by 
use of estate income held taxable to wife. 
Taxpayer received payments from trus- 
tees of estate of her deceased husband 
pursuant to antenuptial agreement. In- 
come of estate was used to discharge 
obligation. Income tax was paid on 
amounts received. Widow later institu- 
ted suit for refund of taxes paid. 


HELD: For Commissioner. By Sec- 
tion 22(b)(3) of 1939 Code (Section 
102(b) of 1954 Code) Congress intended 
that trust estate be permitted to deduct 
from gross income payments made to 
widow. Where payments were in fact 
made from income of estate, they are 
taxable to recipient. Somers v. U. S., 
D.C. N.D. Ohio, Oct. 23, 1956. 


Surviving spouse subject to transferee 
liability as sole distributee of husband’s 
estate. Decedent devised his entire estate 
to his wife. Subsequent to complete dis- 
tribution of estate to wife, Commissioner 
assessed income tax deficiency against 
husband. There being no assets in estate 
to pay deficiency, action was instituted 
against wife as transferee. 


HELD: For Commissioner. Wife is 
liable under equitable trust fund doc- 
trine for taxes due to extent of amounts 
received from estate. U. S. v. Donovan, 
D.C. W.D. Pa., Oct. 3, 1956. 


REVENUE RULINGS 


Estate Tax: Period of limitations on 
claiming credit for state inheritance 
taxes paid. State inheritance taxes were 
paid within four years after filing of 
estate tax return. Claim for refund based 
on state credit against Federal taxes 
was filed more than four years after 
filing such return. However, claim was 
made within three years after payment 
of Federal estate tax deficiency. 


Service holds pursuant to Section 813 
(b) of 1939 Code, (Section 6511 of 1954 
Code) that refund is allowable if claim 
is filed either (1) within three years 
after date of payment of Federal estate 
tax, or (2) within four years after filing 
of estate tax return. Rev. Rul. 56-658, 
1.R.B. 1956-45, p. 27. 


Estate Tax: Stock pledged to secure 
loan for payment of tax divested of lien. 
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Executors were directed to liquidate all 
of decedent’s assets other than shares of 
stock in certain corporation. To meet 
Federal estate taxes, executors obtained 
loan, pledging corporate stock as collat- 
eral security. Section 6324(a)(1) of 1954 
Code provides that estate tax is lien for 
ten years upon gross estate, except that 
such part of gross estate which is used 
for payment of charges and allowable 
administration expenses is discharged 
from such lien. 


Service rules that shares of stock are 
divested of Federal estate tax lien to 
extent proceeds of loan are used to dis- 
charge tax liability. Lien thus became 
subject to terms of pledge. Rev. Rul. 
56-529, I.R.B. 1956-43, p. 20. 


Income Tax: Distribution of current 
year’s profits to retiring participant of 
stock bonus or profit sharing plan not 
treated as capital gain. Under qualified 
employees’ profit-sharing plan, partici- 
pant retiring during year was entitled to 





total distribution of amounts standing to 
his credit at time, and in addition, he 
was entitled to participate in any dis- 
tribution of profits for year of retire- 
ment in proportion to earnings for such 
year. Since employer was on calendar 
year basis, pro rata portion of profits 
due retiring participant for service ren- 
dered for part of year could not be de- 
termined or distributed until early part 
of following year. Section 402(a)(2) of 
1954 Code provides that if distribution 
of amounts standing to participant’s 
credit is made within one taxable year 
of distributee on account of his death 
or other separation from service, capital 
gain treatment is afforded such proceeds. 


However, Service rules that inasmuch 
as additional amount was not paid with- 
in same taxable year of employee as 
prior distribution, it does not qualify for 
capital gain treatment as provided by 
Section 402(a)(2) of 1954 Code, but is 
taxable according to Section 402(a)(1). 
Rev. Rul. 56-558, I.R.B. 1956-45, p. 10. 
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VANDERBILT WEBB, special counsel to 
the Rockefeller Foundation and great- 
grandson of Commodore Cornelius Van- 
derbilt, left his Vermont real estate with 
the tangible personal property thereon 
to a son, and all other tangible person- 
alty to his wife. Legacies of $10,000 each 
go to four schools, two churches and the 
Metropolitan Museum of Art. Each em- 
ployee at the Vermont farm is remem- 
bered with $100 for each year or major 
fraction thereof which he worked for 
Mr. Webb or his family. 


The residue is placed in trust with The 
New York Trust Co., also designated as 
successor executor to Mrs. Webb, to be 
divided into equal shares for three sons 
and the issue of a daughter (whether or 
not she survived Mr. Webb). The income 
is to be used for the maintenance, educa- 
tion and welfare of minor beneficiaries 
and paid out to those over 21. Upon the 
death of a beneficiary, his share is to be 
distributed outright or continued in trust 
as may be directed by the beneficiary’s 
duly probated will. 


“In order to avoid the expense and 
delay incident to a judicial settlement of 
the accounts of my executrix or trustee,” 
Mr. Webb empowered them to render ac- 
counts to all persons beneficially inter- 
ested in the estate or trusts who are 
then competent adults, whose release of 
the fiduciary from liability for all acts 
and omissions is to be binding even on 
minors, incompetents and unborn per- 
sons. This provision is stated not to pre- 
clude the judicial settlement of accounts 
if so desired by the executrix or trustee. 


J. EDWARD FRAWLEY, past president of 
the American Hotels Association and of 
the Frawley Hotel chain, left to his wife, 
whom he named executrix, all his real 
estate and tangible personal property 
defined as excluding cash, stock, bonds or 
other securities. Following a bequest of 
$5,000 to the sister of his adopted daugh- 
ter( otherwise referred to in the will as 
his daughter), Mr. Frawley created two 
trusts out of his residuary estate. The 
first, in an amount determined by a 
formula clause to obtain the maximum 
marital deduction for Federal estate tax, 
will pay the income to his wife for life, 
she to have the unqualified power, exer- 
cisable during her life or by will, to ap- 
point part or all of the principal to her- 
self, her estate or any other person or 
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institution. Payment of income to Mrs. 
Frawley is to begin immediately after the 
testator’s death and before formal crea- 
tion of the trust so that she “shall not 
be required to await administrative pro- 
cedures.” 


After taxes have been deducted, the 
remaining portion of the estate is set 
up in trust for the daughter, who will re- 
ceive one-half the principal at age 30 and 
the other half at 40. Meantime, from the 
income $125 is to be paid monthly to Mr. 
Frawley’s sister. The balance of the in- 
come is to be paid to the daughter in such 
amounts as Mrs. Frawley directs, and in 
full after the latter’s death. Should the 
daughter die without issue before reach- 
ing 40, the fund is to be transferred to 
her sister, but if issue survive the trust 
is to continue until the youngest attains 
21 when they will receive the principal. 

The will established a presumption that 
Mrs. Frawley predeceased her husband 
if both died under circumstances whereby 
it could not be determined who died first 
or if she died within 30 days as the re- 
sult of a common accident. 


Wheeling (W. Va.) Dollar Savings & 
Trust Co., named as trustee and succes- 
sor executor, is freed of statutory limi- 
tations on investment powers but must 
obtain Mrs. Frawley’s written approval 
of sales and reinvestments. 


Stuart M. CROCKER, chairman of the 
board and chief executive officer of Co- 
lumbia Gas System, Inc., bequeathed 
$5,000 each to his secretary and a friend. 
Mrs. Crocker receives all tangible person- 
al property and the income from a trust of 
the residuary estate. Upon her death, the 
trust will be divided in equal parts for 
two sisters (or continued if only one 
survives) and the income paid to them 
for life. Thereafter, there will be paid 
$5,000 to each nephew, niece and step- 
child “now living and who shall be then 
surviving,” and similar amounts to the 
aforementioned secretary and friend. A 
$5,000 legacy to a religious unit for 
cemetery maintenance may be paid in 
the trustees’ discretion to a savings bank 
or the town upon agreement that the in- 
come is to be used for the stated pur- 
poses. A library is to get $10,000 in 
memory of Mr. Crocker’s parents. These 
bequests are payable one-half on the 
death of each sister. 


After the payment of all taxes, the 
remainder of the trust fund passes to 
Roosevelt Hospital in New York. Mrs. 
Crocker and Guaranty Trust Co. of New 
York are appointed executors and trus- 
tees. By codicil she is given a life estate 
in the summer residence, with power to 
lease for terms up to 5 years, she to 
receive the rent therefrom. No bond is 
required in connection with the life 
estate nor is Mrs. Crocker to be liable 
for waste or depreciation. The life estate 
may be released by an instrument suit- 
able for recording. Notwithstanding the 
life estate, the trustees are given power 
to sell the property and add the proceeds 
to the residuary estate. 


BEATRICE BENJAMIN CARTWRIGHT, 
granddaughter of H. H. Rogers, a 
founder of Standard Oil Co. from whom 
she reportedly inherited $6,000,000, left 
virtually her entire estate outright to 
her three children. To her personal maid 
Mrs. Cartwright bequeathed $50,000, in- 
creased $10,000 by a first codicil if the 
testatrix did not purchase a home for 
her in France. Legacies totalling $38,000, 
none more than $5,000, go to a number 
of individuals, the executors being di- 
rected so far as possible to pay those 
resident in the United Kingdom of Great 
Britain in sterling out of funds on de- 
posit or from the sale of securities in 
Britain. A Paris Museum gets a sculp- 
tured model of Mrs. Cartwright’s hands 
“as a token of my admiration and affec- 
tion for the French Nation and its peo- 
ple.” To the executors named by the 
will — daughter, son, brother and Chase 
Manhattan Bank of New York — a sec- 
ond codicil adds the younger son who by 
a third codicil is devised a French villa. 


GEORGE T. DUNLAP, who co-founded 
Grosset & Dunlap once one of the largest 
booksellers in the world, with $1,000 capi- 
tal, appointed two sets of executors — 
his three children for assets physically 
located in North Carolina, and City Bank 
Farmers Trust Co. together with the 
children for New York assets. All ex- 
penses and taxes are to be paid first out 
of North Carolina assets, then out of 
New York property and finally by the 
trustee (also City Bank Farmers) of a 
1936 revocable trust of substantially over 
one million dollars. The New York ex- 
ecutors, whose decisions are to be by 
majority vote with the two daughters’ 
votes counted as one and the corporate 
executor’s to prevail if there is a dead- 
lock, are to retain all assets there ex- 
cept such funds as may be needed by the 
North Carolina fiduciaries for taxes. 


Declaring he had otherwise adequately 
provided for his wife, Mr. Dunlap be- 
queathed $100,000 to Orrville (Ohio) 
Hospital Foundation, to which during his 
lifetime he had given $500,000 in mem- 
ory of his first wife. The rest of the 
estate goes to the children equally. 
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Statute of Limitations 
Does Not Run until Death of-Hus- 
band Who Promised to Provide In- 
surance 


CLAIMS 


California—District Court of Appeal 
Lubin v. Lubin, 144 A.C.A. 898 (Oct. 2, 1956). 


Property settlement agreement, incor- 
porated in divorce decree, obtained in 
1932, provided among other things, that 
husband Herbert would maintain and 
pay the premiums on insurance policies 
upon his life having an aggregate face 
value of $150,000, for the benefit of his 
wife, Marie. Herbert died some 20 years 
later without having provided the in- 
surance. Marie filed a claim against his 
estate on the decree which was rejected. 


HELD: The claim was valid. The cause 
of action was not barred by limitations. 
It did not accrue until Herbert’s death. 


CLaIms — Trustee of Deceased Men- 
tally Ill Person not Authorized to 
Pay Bills Due at Time of Death 


Delaware—Court of Chancery, New Castle Co. 
In re Bohnstedt, 125 A. 2d 580. 


The trustee of a mentally ill person 
having in his hands $8,100 inherited by 
that person, was presented with a bill 
for $11,000 for services rendered the 
mentally ill person by the State Hospital. 
Before payment of the bill the mentally 
ill person died and subsequently his ad- 
ministrator and the Hospital both made 
claim upon the trustee to pay the money 
to them, less the reasonable charges of 
the trustee. The trustee then filed a com- 
plaint requesting instructions as to the 
proper party to receive the money. 


HELD: This question is a matter of 
statutorily conferred Chancery jurisdic- 
tion and the court must follow the rule 








that upon the death of the mentally ill 
person the trustee must account and be 
paid just compensation and expenses, 
thereafter turning the balance of the 
property over to the person adminis- 
tering the estate. 


NOTE: The court indicated a need for 
a legislative broadening of the trustee’s 
statutory power to permit him to wind 
up his trust administration by paying 
bills, ete., due at the death of the men- 
tally ill person, which, in the court’s 
opinion, is a desirable procedure. 


COMPENSATION — Necessity of Pro- 
vision for Compensation before 
Trustees May Retain Fees 


California—District Court of Appeal 


People v. Williams, 145 A.C.A. 207 (Oct. 18, 
1956). 


The six defendants convicted of em- 
bezzlement were trustees of a trust estab- 
lished in July, 1952, by a group of em- 
ployers for the benefit of members of a 
union. The trust instrument did not 
specifically provide compensation for ser- 
vices but granted power to the trustees 
to adopt necessary rules and regulations, 
pursuant to which they resolved that 
each should be paid $20 for attendance 
at board meetings and $3.75 per hour for 
time spent on trust business, 


Near the end of 1953, the trustees paid 
themselves $2,500 each as compensation 
to date. In April, 1954, they withdrew 
from the bank a “tax reserve” of $16,000 
and split it six ways, putting it through 
the books as compensation for services. 
In July, 1954, they used trust funds to 
buy wrist watches for themselves. They 
later divided among themselves $2,800 
“dividend” received from a life insurance 
company. Another trust item of $7,800 
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was divided up among them. The jury ac- 
quitted all defendants on the first two 
items and convicted all on the other two. 


HELD: Affirmed. 


NOTE: The only point of interest here 
is the court’s statement that “A trustee 
whose agreement does not expressly pro- 
vide for compensation for services is 
not entitled to any until same has been 
approved and allowed by a court, — 
in an instance such as this, a court of 
equity,” citing Fernald v. Lawsten, 26 
Cal. App. 2d 552, 565, 79 P. 742 (1938). 
The court’s statement must be appraised 
in the light of the somewhat extraordin- 
ary facts that called it forth: In the 
Fernald case the court says at page 565 
of 26 C.A. 2d: 


“The compensation to which a trustee 
is entitled, when the trust has not been 
fully administered, and the instrument 
creating the trust is silent in that respect, 
is such reasonable sum as, in sound dis- 
cretion, the court may allow.” 


The court in Williams was dealing 
with a grossly aggravated situation, a 
clear case of repeated embezzlement by 
trustees under the guise of paying them- 
selves fees. Trusts containing compensa- 
tion provisions probably constitute a 
small minority. Nevertheless, trustees are 
entitled to, and pay themselves, compen- 
sation, a right never questioned unless 
the amount charged exceeds reasonable 
limits. Here, as in other cases, a court 
will approve what it would have author- 
ized if consulted in the first instance. 


The Williams case is not to be under- 
stood as holding that trustees cannot pay 
themselves compensation prior to ap- 
proval and allowance by a court, if they 
claim no more than a reasonable and 
customary amount. The observance of 
such a rule would greatly impede trust 
administration and cause unnecessary 
expense through the necessity of court 
proceedings, particularly in the case of 
private trusts. 


Girts — Transaction Not Effective 
to Deprive Spouse of Rights on 
Election against Will 


Pennsylvania—Supreme Court 
Russell Estate, 385 Pa. 557. 


Decedent was separated from his wife 
who had support orders against him in 
New York and Pennsylvania, on which 
there were accumulated arrearages. The 
wife’s attorney wrote him about the ar- 
rearages and six days later decedent 
transferred $55,000 to the daughter of 
a friend in whose household he had been 
living since the separation. He told her 
to put it in her bank account, that he 
might ask for some of it back, and what- 
ever was left belonged to her and her 
younger brother. She endorsed the check 
and decedent deposited it in her ac- 
count. She did not add it to her balance 
in her check book. The decedent then 
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settled the claims of his wife against 
him. He then took back $20,000 from the 
daughter and told her to divide the bal- 
ance with her brother. Three weeks later 
decedent died, leaving a will in which 
he left his estate to the daughter and 
her brother and appointed their mother 
executrix. 


The daughter divided the $35,000 with 
her brother. The widow elected to take 
against the will. When the executrix 
failed to include the $35,000 in her ac- 
count, the widow objected to its omis- 
sion. The lower court found a valid 
gift had been made. 


HELD: Reversed. In the first trans- 
action there was no gift because donative 
intent was lacking. The daughter re- 
ceived the $55,000 as custodian only with 
a definite obligation to return it or any 
part of it. The second transaction failed 
because the legal formalities were miss- 
ing. The gift of a debt due by parol can 
be made only by the execution of a 
transfer in writing. The gift of the 
$35,000 failed because it lacked the re- 
ceipt, deed, written assignment or similar 
instrument required to make it effective. 


JoIntT TENANCY — Constructive 
Trust Not Imposed Where One 
Tenant Suffering from Mental Dis- 
ease Kills Joint Tenant 


Minnesota—Supreme Court 
Anderson v. Grasberg, 78 N.W. 2d 450. 
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This was an action by the special ad- 
ministratrix and next of kin of the de- 
fendant’s wife to impose a constructive 
trust for the benefit of the plaintiffs on 
one-half of the real property which the 
defendant and his wife held as joint ten- 
ants. The wife had paid no part of the 
purchase price. The defendant admitted 
killing the wife and was awaiting crim- 
inal trial. An expert testified that, at 
the time of the killing, although the de- 
fendant knew the difference between 
right and wrong, he was suffering from 
paranoid schizophrenia. The trial court 
entered judgment for the plaintiffs and 
defendant, by his guardian, appealed. 


HELD: Reversed. Under the equitable 
doctrine that a person should not profit 
by his own wrong, a constructive trust 
may be imposed whenever legal title to 
property is obtained under such circum- 
stances that it would be unconscionable 
for the holder of the legal title to enjoy 
the beneficial interest. However, this doc- 
trine is not applicable if the wrongdoer 
was insane. The better test of insanity 
here is whether the unlawful act was 
the product of a mental disease rather 
than the “arbitrary right-and-wrong 
test.” 


LIFE TENANT & REMAINDERMAN — 
Allocation of Dividends — Valid- 
ity of Trust 


Oregon—Supreme Court 
Stipe v. First National Bank, 301 P. 2d 175. 


Suit was commenced to compel the 
bank, as the executor of the estate of 
Arthur Stipe, to deliver to the plaintiffs 
capital stock of the Bend Furniture Co., 
and for a decree declaring the plaintiffs 
to be equal owners of said stock. 


Plaintiffs are the children of Arthur 
Stipe and his former wife, Nettie. Arthur 
Stipe died testate November 22, 1953, 
leaving a substantial estate. The other 
defendants are minor heirs of one or 
the other of the plaintiffs and grand- 
children of Arthur and Nettie, and these, 
together with three other persons, are 
legatees under Arthur’s will. 


Plaintiffs claim that about 1934, when 
Arthur was entering into a property set- 








tlement agreement with Nettie, he ex- 
ecuted a declaration of trust whereby he 
transferred to one McGarvey, 105 shares 
of the capital stock of the furniture com- 
pany, in trust for the benefit of his three 
children, the palintiffs. Contemporaneous- 
ly with the trust agreement, the 105 
shares were transferred to the trustee 
as evidenced by stock certificate No. 20. 
On December 30, 1936, Certificate No. 
20 was transferred by McGarvey as trus- 
tee to Arthur, as evidenced by Certifi- 
cate No. 22 issued to Arthur Stipe for 
105 shares. Certificate No. 22 was in 
the possession of Arthur at the time of 
his death, as were certificates evidencing 
ownership of 674.94 additional shares 
issued as stock and optional dividends. 


The defendants first claimed that there 
was no evidence of the alleged trust 
agreement and objected to the secondary 
evidence. This was overruled by the trial 
court and affirmed by the Supreme Court. 


Defendants next claimed that the trust 
was revocable at will and that the pos- 
session by Arthur of the stock certificates 
at the time of his death was a result 
of such revocation. The trial court over- 
ruled this contention which was affirmed 
by the Supreme Court pointing out that 
a written trust is irrevocable unless the 
settlor specifically reserves the power of 
revocation even though the trust may be 
voluntary. 


The defendants also claimed that cer- 
tain of the stock dividends were not 
properly a part of the corpus of the 
trust. Subsequent to the execution of 
the trust agreement, dividends of various 
amounts had been paid by the corpora- 
tion, including (1) dividends in cash; 
(2) dividends payable in notes; (3) divi- 
dends payable in kind (such as stock in 
other corporations); (4) dividends pay- 
able in stock on an optional basis; and 
(5) dividends payable in stock on a non- 
optional basis. No issue arises between 
the parties as to the dividends payable 
in cash, notes or in kind, which would be 
excluded from the trust property and in- 
cluded in the property of the estate. 


The trial court held that all of the 
dividends paid on either an optional 
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basis or on a non-optional basis were 
part of the trust property. The Supreme 
Court modified this ruling and held that 
the plaintiffs are entitled to receive only 
560 shares and the executor the balance 
of 219.94 shares. The Supreme Court ar- 
rived at its conclusion principally by 
reason of the modified version of the 
Uniform Principal and Income Act which 
had been adopted in Oregon in 1931, and 
thereunder declared that optional divi- 
dends which could be received either as 
stock or cash became income and not 
part of corpus. The other stock dividends 
which were not optional resulted in the 
560 shares of stock becoming the proper- 
ty of the plaintiffs in addition to the 105 
shares in the original trust. 


The defendants also contended that 
the alleged trust agreement was void be- 
cause it was a testamentary disposition 
not executed with the statutory formali- 
ties. This was overruled by the trial 
court and affirmed by the Supreme Court. 


LIVING TRUSTS — Remainder Inter- 
est under Revocable Trust is Vest- 
ed Subject to Divestment 

Ohio—Supreme Court 


First National Bank of Cincinnati v. Tenney, 
165 Ohio St. 513. 


Mary Montfort in 1947 entered into a 
revocable trust agreement with the plain- 
tiff, reserving the income for life. Upon 
her death “all the assets then in hand 
in the trust estate, together with any 
accumulated income, *** shall be paid 
over and distributed to trustor’s sis- 
ter ***,” No alternate beneficiary was 
named should the sister not survive the 
settlor. The power of revocation was not 
exercised. The sister predeceased the set- 
tlor. After the settlor’s death, the court 
was asked to determine whether any in- 
terest under the inter vivos trust passed 
under the sister’s will to her residuary 
legatee. 


HELD: Upon delivery of the trust 
property by the settlor to the trustee a 
vested equitable interest was transferred 
to the remainderman, the settlor’s sister, 
subject to be divested by the happening 
of a condition subsequent, namely, revo- 


cation by the settlor during her life- 
time. Upon failure of the condition to 
happen, the interest became absolute. In 
the meantime, the vested equitable inter- 
est could be bequeathed by the remainder- 
man and the legatee took the interest sub- 
ject only to the same limitations and pos- 
sibility of defeasance that were imposed 
upon the interest held by the testator. 


NOTE: The court observed that appel- 
lants had conceded the trust itself was 
valid, a concession which indicated that 
Ohio has now definitely fallen in line 
with the view in other states that the 
revocable living trust device is valid and 
not testamentary in character. 


POWERS OF APPOINTMENT — Exer- 
cise in Violation of Rule Against 
Perpetuities — Adopted Children 
Not Permissible Appointees as 
“Lawful Issue” 


New York—Surrogate’s Court, Westchester Co. 
Matter of Price, N.Y.L.J., Nov. 16, 1956. 


The testator died in 1935, a resident 
of New York where his will was 
probated. He directed that a portion of 
his residuary estate be held in trust, in- 
come to be paid to his wife and after 
her death to his son Edgar. Upon Edgar’s 
death principal was to be distributed to 
such of Edgar’s lawful issue as he might 
appoint by will and, in default of ap- 
pointment or failure to validly exercise 
the power, to the lawful issue of Edgar 
who survived him. 


Edgar died in 1955, a resident of Cali- 
fornia where his will was probated. He 
was survived by a son born of his mar- 
riage and a daughter adopted in 1942. 
Edgar appointed the principal in trust, 
income to be paid to the adopted daugh- 
ter and principal to be distributed to 
her as she attained certain ages. Edgar 
declared that the word “child” and “is- 
sue” in his will included his adopted 
daughter. 


On the judicial settlement of the ac- 
count of the trustees under the will of 
Edgar’s father, the special guardian for 
Edgar’s adopted daughter conceded that 
New York law governs the validity of 
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the exercise of the power and that the 
appointment in trust violated the New 
York rule against perpetuities because 
the absolute power of alienation was 
suspended for more than two lives in 
being at the death of Edgar’s father. But 
the guardian contended that the power 
should be deemed to have been exercised, 
that the invalid trust provisions should 
be stricken and the remainders ac- 
celerated in the hands of the proper ob- 
jects of the power; that because the 
testator intended that Edgar choose the 
objects of the power the class “lawful 
issue” is determined by examining Ed- 
gar’s intentions and therefore includes 
the adopted daughter; and that even if 
principal is distributed in default of ap- 
pointment, the takers in default — being 
the same persons to whom Edgar was 
empowered to appoint — include all of 
Edgar’s children, whether natural or 
adopted. 


HELD: Principal is to be distributed 
in default of appointment, as the testator 
directed, to Edgar’s lawful issue. The 
word “issue” means lineal descendants 
and does not extend te adopted children 
unless the will of the testator-donor so 
indicates. The testator’s will does not 
so indicate and such an intention may 
not be imputed to the testator because 
he died before Edgar adopted the daugh- 
ter. All principal is therefore dis- 
tributable to Edgar’s natural son. 
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POWERS OF APPOINTMENT — Resid- 
uary Clause Exercised Power 


California—Supreme Court 
Estate of Carter, 47 A.C. 202 (Oct. 19, 1956). 


This case was abstracted in Trusts 
and Estates for August 1956 at page 757. 
This reporter’s note attached to the 
abstract suggested a doubt about the 
correctness of the District Court of Ap- 
peal’s decision, which decision the 
Supreme Court has now set aside. The 
following are the facts as reported in 
the former abstract: 


Carter left a will in which he estab- 
lished two trusts, A and B. Trust A con- 
sisted of half the residue of the estate, 
provided for payment of the income to 
his wife Mabel during her life, for ter- 
mination on Mabel’s death, and gave her 
a power of appointment over the corpus. 
If she failed to exercise her power of 
appointment, there was a gift over to 
Trust B, consisting of the remaining half 
of the residue. 


Mabel was to receive the income from 
Trust B for life. The trust was to ter- 
minate at Mabel’s death, and if she 
should not exercise her power of ap- 
pointment over Trust A, then Trust B 
would go to the persons named by Carter 
to receive his estate — 28 legatees, the 
residue going to Church Divinity School. 
If she exercised her power, 13 of the 
legacies (gifts personal to Mabel) were 
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not to be paid, but the residue was to 
go to the Divinity School, whether Mabel 
exercised her power or not. 


Section 125, Probate Code, provides: 


‘A devise or bequest of all the testator’s 
real or personal property, in express terms, 
or in any other terms denoting his intent 
to dispose of all his real or personal 
property passes all the real or personal 
property which he was entitled to dispose 
of by will at the time of his death, in- 
cluding property embraced in a power to 
devise.’ 

Mabel left a will providing for the 13 
legacies and giving the residue to Church 
Divinity School. Later she made a codicil 
giving the residue of her estate to the 
divinity school and appellants, five other 
charitable organizations. The lower court 
held that Divinity School took the residue 
as against the other five charities. 


HELD: Mrs. Carter by her will exer- 
cised the power of appointment given her 
under the will of her predeceased hus- 
band. The case comes within Section 125 
of the Probate Code. 


The trial court erred in permitting 
testatrix’ attorney to testify regarding 
her oral declarations in order to show 
her intent to exercise or not exercise 
the power of appointment. There was no 
latent ambiguity in identification of in- 
tended beneficiaries nor in the descrip- 
tion of property, one or the other of 
which is necessary in order to admit 
oral declarations of the testatrix. Such 








testimony is not admissible where on the 
face of the will its meaning appears free 
from doubt. 


TAXATION — Estate & Inheritance — 
Vendor’s Interest in Contract to 
Sell Real Estate in Another Juris- 
diction is Taxable 


Washington—Supreme Court 
In re Plasterer’s Estate, 149 Wash. Dec. 333. 


Prior to her death, decedent, a resident 
of Washington, sold on contracts three 
parcels of real estate located in Alaska. 
The balances due under the contracts 
totaled $49,000 on the date of death. 
These contracts were not included in the 
Washington inventory. The real estate 
contracts contained forfeiture clauses; 
provided that title should remain in the 
vendor until the purchase price was fully 
paid; and provided that deeds be placed 
in escrow for delivery upon performance 
by the purchasers. 


The supervisor of the Inheritance Tax 
Division of the Washington Tax Commis- 
sion filed findings which included the 
decedent vendor’s interest in the Alaska 
realty as part of the assets of the 
Washington estate, resulting in a $6,400 
increase in the amount of the Washing- 
ton inheritance taxes. The Trial Court 
sustained the executrix’s objections, 
holding that the decedent’s interest was 
realty, and that because it was located 
outside the state, Washington had no 
jurisdiction to levy an inheritance tax 
against it. 

HELD: Reversed. The inheritance tax 
is an excise tax on the right to inherit. 
The heirs inherited the three parcels of 
realty subject to contracts of sale ex- 
ecuted by the decedent. They were obli- 
gated, upon payment of the purchase 
price, to execute deeds to the purchasers. 
Upon default by the purchasers, they 
were entitled to terminate the contracts 
and forfeit all rights of the vendors. The 
real property was not within the juris- 
diction of Washington, and its transfer 
not subject to a Washington inheritance 
tax. 


The heirs also inherited the right to 
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receive the payments due under the con- 
tracts. The right to receive payments due 
under a contract for the sale of land is 
intangible personal property having a 
situs at the domicile of the owner, and is 
subject to an inheritance tax by the state 
of the owner’s domicile, at the time of 
his death. Taxation of the property by 
another jurisdiction is not decisive of the 
domiciliary state’s power to impose a 
tax. There is no constitutional rule of 
immunity from taxation of intangibles by 
more than one state. 


WILLs — Construction — Term “Per- 
sonal Belongings” Included Entire 
Estate 


California—District Court of Appeal 


Estate of Olson, 144 A.C.A. 795 (Sept. 27, 


1956). 

Mrs. Olson left a holographic will read- 
ing in part as follows: “*** I want Inez 
my Daughter to have all My Personal 
belongings *** Phil Harding my son $1 
dollar ***.” In another place she wrote: 
“No Hardings Please my last wish.” 

Harding claimed an intestate share 
on the ground that only certain articles 
intimately associated with the person of 
the testatrix were bequeathed to Inez. 


HELD: Testatrix intended to dispose 
of her entire estate. She specifically dis- 
inherited her son, and the words “all my 
personal belongings” as used in the will 
were susceptible of meaning “all of my 
own property.” 


WILLs — Construction — Bequest to 
“Wife” Means Spouse at Time of 
Death 


Pennsylvania—Supreme Court 
Buzby Estate, 386 Pa. 1. 


Testator in a holographic will made 
in 1925 gave legacies to his children and 
their spouses and other relatives by 
name, and then gave the residue of his 
estate to three children by name in equal 
shares, directing that the share of his 
son Percival be held in trust, “The in- 
come from said trust to be paid to (him) 
and following him, wife and children. If 
failing to have children the principal sum 
eventually to be distributed among my 
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surviving grandchildren.” Seven months 
later he made a codicil directing that if 
Percival “should die before his wife 
Rita M. Buzby, that in lieu of receiving 
income from his full share, that she re- 
ceive an annuity of $1,500 per annum, 
the balance and principal to be divided 
equally among the surviving grandchil- 
dren.” 

At the time of the will and codicil, 
Percival was married to Rita. The testa- 
tor died in 1930. Rita died in 1936, and 
Percival then married Ilda, who died in 
1939, and he then married Helene. He 
died in 1954, never having had any chil- 
dren. Helene survived him. 


At the audit of the trustee’s account, 
the grandchildren claimed the principal, 
while Helene claimed the income for life. 
The lower court held that the wife 
referred to in the will was Rita and 
awarded the fund to the grandchildren. 
Helene appealed. 


HELD: Reversed. The general rule 
that as to identity of beneficiaries a 
will usually speaks as of its date, does 
not apply in this case. The writings con- 
sist of a layman’s will and codicil and in 
ascertaining his actual intention, the lan- 
guage must be considered without refer- 
ence to technical rules of construction. 
The will and codicil are to be construed 
as one instrument, although the contin- 
gency to make the codicil effective never 
happened. 


If the testator’s words are given their 
ordinary and usual meaning, the con- 
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clusion is inescapable that the word 
“wife” means the wife surviving him, 
whoever she might be. Moreover, the 
“children” referred to in the same phrase 
are not restricted to Rita’s children, but 
clearly include any born to a subsequent 
wife, and the words “following him” 
show that testator intended “wife” to 
mean any wife who survived him. All the 
codicil does is to limit Rita’s share’ of 
the income if she should be the wife who 
survived him. 


NOTE: A leading case on the subject 
of the general rule that a will speaks 
as of the date of execution as to iden- 
tity of beneficiaries, Jones Estate, 211 
Pa. 364, was not cited. That case quotes 
the following from Theobald on Wills, 
249: “Prima facie a gift to the wife of 
A. who had a wife living at the date of 
the will, goes to that wife and no other.” 


WILLs — Probate —- Compensation 
Attorney's Fees Disallowed 
Where He Was a Necessary Wit- 
ness and Will Directed His Em- 
ployment 


Illinois—Appellate Court 
137 


In re George’s Estate, Haines v. George, 

N.E. 2d 555. 

This case came up on objections to at- 
torney’s fees claimed in the executor’s 
final account. The decedent’s will, which 
was witnessed by Homer D. McLaren and 
two other persons, contained the follow- 
ing provision: “It is my will that Homer 
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D. McLaren, attorney, be the attorney 
for said executor.” The will was ad- 
mitted to probate upon the testimony of 
McLaren and one of the other attesting 
witnesses. The third witness was ill and 
unable to be in court on the day of hear- 
ing on probate, but presumably would 
have been available for a deposition. The 
executor engaged McLaren as attorney. 


HELD: No attorney’s fees should be 
allowed to McLaren for his services to 
the executor. Under the Probate Act a 
witness who is given “any beneficial de- 
vise, legacy, or interest” under a will is 
competent to testify, but the interest 
given him is void unless the will is 
“otherwise duly attested by a sufficient 
number of witnesses.” The word “inter- 





est” was construed to include a contin- 
gent and uncertain interest which might 
accrue by virtue of compliance with a 
precatory direction in a will. The ques- 
tion of whether there is a sufficient num- 
ber of other witnesses is determined from 
the testimony offered at the hearing on 
probate, not by the number of attesting 
signatures on the will. 


WILLs — Probate — Devisee Who is 
Witness and Heir Can Testify as to 
Execution and Take to Extent of 
Intestate Share 


United States—Court of Appeals, D. of C. 


Manoukian v. Tomasian, 236 F. 2d —. No. 
12907 decided Sept. 20, 1956. 


Testatrix devised the residue of her 
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estate equally to her six children who 
were also her sole heirs, The only wit- 
nesses to the will were two of her daugh- 
ters, appellants in this case. The two 
daughters were named executrices and 
were examined in the probate proceed- 
ings. After probate had been granted, 
a son brought an action to construe the 
will on the theory that under Section 
19-104 and 19-105 of the District of 
Columbia Code the daughters were 
barred from taking under the will be- 
cause they were its sole witnesses and 
had testified to establish it. The District 
Court granted summary judgment for 
the son. 

HELD: Reversed. The sections of the 
Code relied upon by appellee were de- 
rived from the English statute of 1752 
which was designed to give maximum 
effect to wills witnessed by legatees and 
at the same time to eliminate the oppor- 
tunity for witness legatees to benefit 
from fraudulent attestation. The basic 
purpose of both the English and the 
District of Columbia statutes was to up- 
hold wills while eliminating possibilities 
of fraud and this purpose was best car- 
ried out by holding that the witness 
legatee who is also an heir at law can 
testify as to the execution of the will 
and can take his devise under the will, 
but in an amount no greater than his 
intestate share. 
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Florida Trustmen Hold 
Two-Day Conference 


Investment management, new _busi- 
ness and operations were the topics of 
discussion at the Trust Division of the 
Florida Bankers Association, held at 
Winter Park on November 1-2. With 
Division Chairman H. F. Pelham, vice 
president and trust officer of Fort Lau- 
derdale’s First National Bank, presiding, 
the delegates heard William H. Shupert, 
senior partner of Studley, Shupert & 
Co., of Philadelphia, appraise portfolio 
management and trust investments. A. 
M. MeNickle, vice president of Fidelity 
Trust Co., Pittsburgh, described a 
streamlined course in selling trust busi- 
ness. A discussion period on trust de- 
partment operations was led by John H. 
Wells, vice president and trust officer 
of Commercial Bank and Trust Co., 
Ocala, who is chairman of the Opera- 
tions Committee. 


Legislative activities were previewed 
by Committee Chairman Sam S. Conoly, 
vice president and trust officer of Bar- 
nett National Bank at Jacksonville. 
Among the items recommended for en- 
actment at the next session is a bill 
which would validate bequests to the 
trustee of an existing trust. Matters 
tabled included increased compensation. 
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tory Words to Pay Debts—Wash.—754 

Change in Basis Permitted—Fla.—396 

Claim for Debt Which Was Primary Liability 
of Estate Need Not Be Probated—Del.—673 

Funeral Bill Must Be Itemized—Md.—978 

Lien for Repairs on Specifically Devised Real- 
ty is Payable Out of Residue—Okla.—595 

Limitation on Period for Filing Claims In- 
applicable to State—tenn.—1065 

National Service Life Insurance Payable to 
Estate is Exempt—Pa.—673 

Right of Legatee to Enforce Claim on Behalf 
of Estate—Md.—492 

Rights Barred After Statutory Non-claim Pe- 
riod Despite Defect in Letters of Adminis- 
tration—Col.—673 

Statute of Limitations Does Not Run Until 
Death of Husband Who Promised to Pro- 
vide Insurance—Cal.—1165 

Statute of Non-Claim Does 
“Trust” Property—Fla.—82 

Suit on Rejected Claim May 
County Where Corporate 
Branch—Wash.—291 

Time for Filing Exceptions Clarified—Tenn.— 
979 

Trustee of Deceased Mentally Ill Person not 
Authorized to Pay Bills Due at Time of 
Death—Del.—1165 

United States Not Bound by State Statute on 
Time for Filing Claims—Cal.—1065 


Not Apply to 


Be Brought in 
Executor Has 


COMMON TRUST FUNDS 


Bank Fiduciary Fund Marks First Year—558 

Bonds in Common Trust Funds—827 

Common Trust Funds Approach $2 Billion— 
186 

Common Trust Funds Hold 652 Common Stocks 
—449 

Common Trust Funds in Canada—515 

Equity Changes in Common Trust Funds—1036 

“Favorite Fifty” in Common Trust Funds—646 

Federal Reserve Board Publishes Common 
Trust Fund Study—768 

First Mortgage Common Trust Fund—686 

First $100 Million Common Trust Fund—989 


List of Institutions Operating Common Trust 
Funds—57 

New Common Trust Funds—646 ; 1036 

Pooled Pension and Profit Sharing Plans in 
Common Trust Funds—237 

Preferred Stocks in Common Trust Funds—643 

Redesign for Common Trust Funds—Changes 
in Law and Regulations Urged to Extend 
Use—Charles F. Zukoski, Jr.—782 


COMMUNITY PROPERTY 

Disposition of Assets of Former Resident of 
Community Property State—Fla.—1065 

Election by Surviving Spouse to Take Under 
Will—Tex.—979 

Election to Take Against Will—Tex.—674 

Estate Planning as Affected by Community 
Property—Thad T. Hutcheson—1022 


COMPENSATION 

Additional Commissions Not Allowed for Mere 
Collection of Rents—N. Y.—292 

Alabama Trustmen Seek Income-Expense Sur- 
vey and Fee Study—612 

Approach to Fee Renegotiation—A. S. Kemp- 
ner, Jr.—751 

Attorney Who Propounded Rejected Will En- 
titled to Fee—Fla.—979 

Connecticut Trust Division Conducts Fee Sur- 
vey—747 

Factor of Contingency Not an Element in Fix- 
ing Fees of Administrator and Attorney— 


Wash.—596 
Farm Management Fees—Lowell A. Hodam— 
437 


Fees and Commissions in Probate Proceedings 
—Vincent Cullinan—895 (Correction 1075) 

Necessity of Provision for Compensation be- 
fore Trustees May Retain Fees—Cal.—1165 

New York Trust Department Earnings Up 9% 
—160 

Right of Executor to Appeal from Allowance 
of Attorney’s Fee—Okla.—83 

Second District Trust Earnings Rise—896 

Second Federal Reserve District Trust Earn- 
ings Ratios Reported—374 

Statute Passed after Death Governs Executors’ 
Fees—Cal.—979 

Technique of Renegotiating Trust Fees—Henry 
D. M. Sherrerd—260 

Trends in Trust Compensation—Study of 30 
Banks’ Approach—C. Rodgers Burgin—257 

Trust Earnings and Expenses: New York, New 
Jersey—620 

Trust Income in New England Rises Sharply 
—612 


CONFLICT OF LAWS 

Domiciliary Laws Applied to Determine Valid- 
ity of Will Executed at Temporary Residence 
—Quebec—596 

Election Against Will in One State as Consti- 
tuting Election in Another—Cal.—674 

Probate Decree Not Conclusive on Construc- 
tion of Will—Tex.—754 

Right of Illegitimate Children to Inherit from 
Brother—Mass.—675 

Which State’s Law Governs Exercise of Power 
of Appointment—Harrison F. Durand—424 


CORPORATE TRUSTS 

Easing Problems of Stock Transfer—Use of 

Nominees and Relaxation of Statutory Restric- 
tions Urged—Joseph E. Williams—278 

Simplification of Security Transfers by Fidu- 
ciaries—Alfred F. Conard—904 

Simplify Corporate Trust Administration— 
Ronald M. Kimball—247 


COSTS 


Alabama Trustmen Seek Income-Expense Sur- 
vey and Fee Study—612 
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Attorneys’ Fees in Will Construction Suit Dis- 
allowed in Part—U. S. Court of Appeals— 
675 

Costs of Executor in Will Contest Recoverable 
Despite Executor’s Personal Interest—Minn. 
—755 

Economies in Trust Operaticns—Specific Sug- 
gesticns Based on Personnel as Key—Russell 
H. Johnson—1104 

Employment of Tax Consultant Permitted at 
Estate Expense—Cal.—493 

Trust Earnings and Expenses:—New York, 
New Jersey—620 

Trust Income in New England Rises Sharply— 

612 


DISTRIBUTION 


Anti-lapse Statute Overcomes Virtual Disin- 
heritance—Cal.—292 

Application of Statute Governing Descent of 
Infants’ Real Estate Acquired from Parent 
—Kentucky—848 

Bequest to Two Named Children Not Gift to 
Class—Fla.—292 

Construction of Will Disposing of Property as 
in Intestacy—N. C.—83 

Constructive Trust Imposed on One-Half In- 
terest in Property Acquired by Survivorship 
by Murderer—!1l.—172 

Constructive Trvst Not Imposed Where One 
Tenant Suffering from Mental Disease Kills 
Joint Tenant—Minn.—1166 

Conveyance of Contingent Remainder Held Not 
an Advancement—Tenn.—83 

Decree Voidable for Extrinsic Fraud in Con- 
cealing Existence of Adopted Child—Wash. 
—396 

Effect of Partition and Trusteeship of Devised 
Real Estate—Okla.—492 

Executor Charged with Interest for Delay in 
Making Distribution— Ky.—492 

Forfeiture Clause Satisfied Pretermitted Heir 
Statute—Cal.—755 

Gift of Business Interest Held an Advance- 
ment—Pa.—293 

Gift to Two Named Beneficiaries, One of 
Whom Dies Before Testator, Not Class Gift 
—D. of C.—292 

Inheritance Rights of Adopted Child Deter- 
mined Under Law at Time of Decedent’s 
Death—Ohio—1066 

Oral Contract of Adoption Ineffective to Give 
“Child” Right to ‘nherit—Miss.—755 

Purchase of P.O.D. Bonds in Amount of Leg- 
acy Adeemed Latter—Md.—848 

Remainder in Default of Descendants—Adopt- 
ed Child as Descendant—Mo.—84 

Right of Alien Property Custodian to Seize 
Inheritance—Cal.—596 

Right of Representation Does Not Extend to 
Cousins—Wis.—172 

Rights of Beneficiary Who Killed Insured— 
Fla.—1066 

Sale of Property to Devisces After Execution 
of Will Effects Ademption—Fla.—84 

Specific Bequest of Stock Not Adeemed Though 
Redemption Price was Deposited for Share- 
holders before Death—Ohio—673 

Stepchildren do not Inherit from Stepparent 
Unless Legally Adopted—Wash.—979 

Undisposed of Trust Income Intended for 
Beneficiaries—Mo.—1067 





DRAFTING WILLS & TRUSTS 


How to Draft a Trust for a Minor—Hover T. 
Lentz—12 & 308 

Positive Approach to Short Term Trusts—Per- 
missible Powers Classified—Daniel M. Schuy- 
ler—1092 

Pour-Over Wills—Cautions in Light of Recent 
Statutes and Decisions—Christian M. Laur- 
itzen, II—992 

Provisions for Apportionment of Federal Es- 
tate Taxes—Christian M. Lauritzen, II—898 

Sprinkling Trusts—Albert Mannheimer—919 

Tax Clauses—Mcrse Carwood—918 

Trusts in Divorce Settlements—James B. Lew- 
is—884 


ECONOMIC & FINANCIAL 


Are Institutions Controlling Business ?—Wayne 
G. Broehl, Jr.—64 
Canada’s 1956 Growth—Bache & Co.—520 
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Climate for Canada’s Institutional Investors— 
Dalton Robertson—532 

Have We Conquered the Business Cycle?— 
Sumner H. Slichter—147 

Industrial Expansion in Canada Needs Out- 
side Capital—J. R. Petrie—541 

Pressures Threaten Business Stability—Ray- 
mond Rodgers—822 

Savings Are Finding New Homes—404 

Trust Operations in a Growing Economy-— 
Fred F. Florence—780 

United States Capital and Canada’s Economy 
—Henry T. Vance—536 


EMPLOYEE RELATIONS 


A Lesson from Baseball for Bank Executive 
Development—Edwin P. Neilan—696 

Employee Stock Options—Tax Advantages of 
Early Exercise—326 

Indiana Banks Try Interne System—697 

Individual Deferred Compensation—Catalogue 
of Opportunities in ‘‘Non-Qualified’’ Plans— 
George A. Young—705 

Profits Hinge on Qualified Personnel—James 
E. Seully—1114 

Staff Training at Midland Bank (England) a 
Model Program—387 

Will Service for Employees—330 


ESTATE ANALYSIS & PLANNING 


Balance Sheet as a Tool in Estate Planning— 
Michael D. Bachrach—508 

Common Ground fcr Lawyers and Trustmen— 
Drafting—Instruments and the Law—Thom- 
as S. Edmonds—613 

Estate Planning fcr Business Interests—W. 
Gibbs McKenney—212 

Individual Deferred Compensation—Catalogue 
of Opportunities in ‘‘Non-Qualified” Plans— 
George A. Young—705 

Insurance Aspects of Estate Planning—Op- 
tions, Small Estates, Term Trusts—A. F. 
Moore—616 

Insurance in Estate Planning—Business Pur- 
chase, Settlement Options, Deferred Com- 
pensation—Charles L. Kopp—772 

Libraries Set Up by Estate Planning Council 
of Mississippi—573 

Personal Affairs Month—Promising 
ment in Estate Protection —693 

Role of the CPA in Estate Planning—Edward 
J. McDevitt—312 

Tax Planning as Affected by Close Corporation 
Interests—William L. Kumler—20 & 289 

Team Contributions to Estate Planning :—The 
Accountant—Robert T. Knight—1014; The 
Trust Officer—Harvard Palmer—1014; The 
Lawyer—F. A. LeSourd—1016 


Experi- 


FIDUCIARIES 


Administrator Has 
Claims—Cal.—397 

Appointment by Original 
Joint Action—Pa.—398 

Appointment not Subject to Collateral Attack 
—Mo.—172 

Co-trustee Entitled to Notice on Appointment 
of Successor Trustee—Mo.—848 

Divided Loyalty—Voidable Sales of Stock— 
N. Y.—173 & 289 

Less Than All of Multiple Trustees May Ap- 
peal—Cal.—173 

Possible Antagonism Not Ground for Disquali- 
fying Named Executor—Kansas—675 

Power of Court to Remove Administrator for 
Clause Not Specified by Statute—U. S. Court 
of Appeals—173 

Surviving Spouse Has Right to be Appointed 
Administrator Despite Inexperience—Wash. 
—1067 

Trustee Has Richt to Appeal from Refusal to 
Surcharge Co-Trustee—Cal.—1067 


Duty to Defend Against 


Trustee Required 


FOREIGN TRUST SERVICE 


Canada’s Trust Business Advances—Annual 
Company Reports Show Bread Gains—550 

Canadian Investment Companies—547 

New Business Approach by Canadian Trust 
Companies—537 








Strengthening Canada’s Trust Fabric—J. A. 
Taylor—516 


GIFTS 


Gifts To or For Minors 
E. Bronston—924 

Request to Bank to Change Name in Account 
is Not Irrevocable—Pa.—980 

Retention of Dividends Does Not Negate Valid- 
ity—Pa.—675 

Security Gifts to Minors—Tax Considerations 
under Model Act—G. Norman Widmark—688 

Transaction Not Effective to Deprive Spouse 
of Rights on Election against Will—Pa.— 
1165 


Tax Aspects—Byron 


GUARDIANSHIP 


A Vacuum in Our Law—Management of Prop- 
erty of Quasi-Incompetent Persons—James 
O. Wynn—879 

Committee May Not Cash U. S. Bonds in 
Name of Incompetent and Co-Owner—N. Y. 
—493 

Right of Depositor’s Guardian to Revoke— 
Tentative Trusts—Cal.—756 

The Not-Quite-Incompetent 
Frank L. McAvinchey—873 

Trustee of Deceased Mentally Ill Person not 
Authorized to Pay Bills Due at Time of 
Death—Del.—1165 


Incompetent — 


INSURANCE 
Life 


Beneficiary May Recover from Insured’s Es- 
tate Amount Loaned on Policy to Insured— 
N. Y.—676 

Beneficiary of Pledged Insurance 
Only to Excess Proceeds—Pa.—756 

Immediate Variakle Life Annuities—How They 
Would Have Fared Over Last Quarter Cen- 
tury—George E. Johnson—96 

Insurance Aspects of Estate Planning—Op- 
tions, Small Estates, Term Trusts—A. 
Moocre—616 

Insurance in Estate Planning—Business Pur- 
chase, Settlement Options, Deferred Com- 
pensation—Charles L. Kopp—772 

Life Insurance & Annuities in Profit Sharing 
Trusts—Jas. B. 7ischke—1088 

Trends in Insurance Settlements—Swing To- 
ward Trusteeship—Liberalization of Options 
—Ralph N. Harkness—316 

Variable Annuity in Action—CREF and TIAA 
—R. McAllister Lloyd—244 


Entitled 


INSURANCE TRUSTS 
Business 


Book Value Pitfals in Buy-Sell Agreements— 
Max Block—408 

Insurance in Estate Planning—Business Pur- 
chase, Settlement Options, Deferred Com- 
pensation—Charles L. Kopp—772 

Is Business Insurance in Danger?—Fraud and 
Misrevresentation a Valid Defense—Row- 
land H. Long—108 

Some Phases of Business Insurance—Roger C. 
Minahan—430 

Life 

Insurance Policies in Trust—James L. Walsh, 
Jr.—1022 

Revocable Trust Testamentary When Benefici- 
aries’ Interests Depend Upon Whether In- 
sured Left Will and Widow Renounced— 
Va.—295 

Trends in Insurance Settlements—Swing To- 
ward Trusteeship—Liberalization of Options 
—Ralph N. Harkness—316 


oe 
INVESTMENTS 
Atomic Energy and the Investor—George M. 
Gadsby—819 


Broad Powers Do Not Dispense with Diversifi- 
cation Requirement—Conflict of Interests— 
Mo.—1067 

Changes in Mutual Fund Charts & Tables— 
Henry Ansbacher Long—1143 

Changing Concepts of Trust Investments—Re- 
tention of Decedent’s Business—Harrison F. 
Durand—907 
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Corporate Trustee Which Converted Securities 
into Cash and Left Cash in Commercial De- 
partment 8 Years Held Liable—Mass.—849 

Delegation of Discretion—Measure of Dam- 
ages—Cal.—676 

Drug Industry—Herbert E. Hart—735 

Fallacies in Trust Investment Policy — 
“Growth” Stocks, Overdiversification, Rule 
of Thumb—Richard P. Chapman-—813 

Favorite Canadian Trustee Equities—540 

Fourth Annual Trust Investment Symposium— 


35 

Henry Ansbacher Long Index of Mutual Funds 
—Monthly 

How to Look at Ford Stock—Moody’s Study— 
58 


Investment Aspects of Oil Industry—Frederick 
W. Atherton—239 

Investment Criteria of Insurance 
Shelby Cullom Davis—1140 

Investment Panel Views 1956—276 

Investment Policy for Pension Trusts—Arthur 
L. Coburn, Jr.—227 

Investment Procedures for Smaller Trust De- 
partments—J. Regis Walthour—264 

Investments of Institutional Investors Mutual 
Fund, Inc.—32 & 326 

Management Speaks—O. Rogers Flynn, Jr.— 
Monthly 

Memos of the Month—Monthly 

Mocdy’s Investors Yield Tables- 

Mutual Fund Survey Reveals 
Primary Appeal—65 

Natural Gas Industry—Thomas A. Kennedy— 
456 

Nuclear Energy Report—Edward R. Trapnell 
—Monthly 

Nuclear Energy and Its Products Appearing in 
Wide Variety of Industries—E. R. Trapnell 


Stocks— 


Monthly 
Diversification 


—649 & 732 

Office Equipment Industry—J. Malcolm de 
Sieyes—135 

Panel Choices for Current Purchase of Stocks 
—818 


Preferred Stocks Belong in Trusts—Samuel H. 
Ballam, Jr.—347 

Rate of Return on Your Money—Up or Down? 
—Aubrey G. Lanston—193 

Security Holdings of Institutional 
at End of ’54—100 

Sidelights on Institutional Investment— 
Monthly 

Some Characteristics of Trustee-Selected Com- 
mon Stocks—O. Rogers Flynn, Jr.—831 

Stock Reclassification Plan—182 

Tax Aspects of Canadian Investment Com- 
panies—Melvin R. Seiden—353 

The Investment Outlook—But What Do We Do 
About It ?—Sherwin C. Badger—272 


Investors 





The Trustee’s Dilemma—Retention or Diver- 
sification of Investments — Frederick O. 
Dicus—1130 

Toll Road Picture Brighter—Jerome C. L. 
Tripp—460 


JOINT TENANCIES 


Bank Account Goes to Survivor—Neb.—84 

Constructive Trust Not Imposed Where One 
Tenant Suffering from Mental Disease Kills 
Joint Tenant—Minn.—1166 

Implications of Tenancy by Entirety—N. C. 
85 

Right of Survivorship in Joint Bank Account 
Upheld—Ont.—597 

Savings Account Does Not Necessarily Pass to 
Survivor—Fla.—850 

Survivor Not Conclusively Entitled to Savings 
Account Standing in Joint Names-—N. Y.— 
756 

Survivorship Right Can Be Expressly Created 
in Face of Statute—Wash.—850 


JURISDICTION 


Appeal by Heir as Executrix Dismissed—Ore. 
—1068 

Circuit Court May Not Rule on Validity of In- 
ter Vivos Trust Attacked in Will Contest— 
Mo.—677 

Circuit Court with Probate Department Has 
Entire Jurisdiction—Ore.—756 

Common Pleas Court has Concurrent Jurisdic- 
tion Over Will Fraud Action—Ohio—397 

Injunction Granted Against Nonresident Trus- 
tee From Maintaining Trust Action in An- 
other State—Minn.—678 

Permitting a Non-Resident to Choose Place of 
Probate—Alice M. Bright—865 


DEcEMBER 1956 


Probate Court Could Not Modify Decree After 
Time for Appeal—Kansas—850 

Probate Court Has No Power to Create Trust 
for Alien Legatees—Ariz.—493 

Second Will May Not be Probated in Another 
Court—Col.—851 


LAWS & LAW REFORM 


Legislation Affecting Trusts and Estates (1956) 
—887, 491, 592, 672 

Pennsylvania’s Fiduciary Laws Revised—E. C. 
Shapley Highley—591 

Significant Trust and Probate Decisions 
E. Iverson—925 

State Legislation Affecting Trusts and Estates 
—P. Philip Lacovara—942 

Trust and Probate Literature—William F. 
Schulz, Jr.—944 

Uniform Gifts to Minors Act—Harold L. 
Reeve—894 


Paul 


LIFE TENANT & REMAINDERMAN 


Allocation of Dividends—Validity of Trust— 
Ore.— 1166 

Apportionment of Stock Dividends to Princi- 
pal and Income—N. J.—980 

Apportionment of Stock Split—Pa.—85 

Apportionment Rule Applied When Trustee 
Declines to Exercise Authority to Disregard 
Rule-—Del.—1068 

Capital Gain Dividends—Should they be Allo- 
cated to Income or Principal ?—wWilliam B. 
Putney, 3rd—22 

Discretionary Principal Payments Construed 
to Require Prior Exhaustion of Life Bene- 
ficiary’s Own Funds—Minn.—678 

Effect on Remainderman’s Interest of Pur- 
chase by Life Tenant from Purchaser at 
Void Foreclosure Sale—Minn.—851 

Former Entitled to Possession Subject to 
Guarantees in Favor of Latter—Miss.—174 

Is it Income or Principal?—Allocating Yield 
from Property Consumed in Administration 
—W. Lane Abernathy—412 

Life Estate with Power to Consume Does Not 
Permit Sale—Ohio—980 

Life Estate with Power of Disposition Creates 
Fee—Col.—757 

Life Estate with Power of Disposal Enables 
Former to See Fee—Miss.—679 

Principal and Income Problems of Trustees 
with Mutual Fund Dividends—David C. 
Ewart—1025 

Proceeds of Sale of Real Estate Belong to Lat- 
ter—Neb.—679 

Settlor Entitled to Excess Trust Income—Pa.— 
fod 

Trustee Directed to Reserve Income to Meet 
Future Deficiencies in Annuity—Pa.—980 

Trustee Permitted to Invade Corpus to Pay 
Funeral Expenses of Income Beneficiary— 
Del.—1069 


LIVING TRUSTS 


Irrevocable Declaration of Trust in Personal 
Property Not Testamentary—Ohio—493 

Language of Bank Signature Card Created 
Trust—Wash.—757 

Positive Approach to Short Term Trusts—Per- 
missible Powers Classified—Daniel M. Schuy- 
ler—1092 

Remainder Interest under Revocable Trust is 
Vested Subject to Divestment—Ohio—1167 

Revocable Inter Vivos Trust Not Testamentary 
in Character—Ohio—1069 

Rule of Remainders by Implication Applied to 
Inter Vivos Trust—Del.—679 

Savings Bank Account Passes to Beneficiary 
at Death of Depositor—Fla.—494 

Uncorroborated Testimony of Settlor Insufii- 
cient to Set Aside Irrevocable Trust on 
Grounds of Mistake—Ill.—494 


MANAGEMENT POLICIES 


Aids for Smaller Trust Departments—John D. 
Hartman—805 

Alabama Trust Education Committee Offers 
Recommendations—124 

Changing Concepts of Trust Investments—Re- 
tention of Decedent’s Business—Harrison F. 
Durand—907 


Corporate Fiduciary and the Age of Discretion 
—René A. Wormser—8 

Equipping Directors to be Salesmen of Trust 
Services—Bernard C. Baldwin, Jr.—422 

Forward Look in Trust Business—Richard P. 
Chapman—209 

Philosophy of a Trustman—Louis S. Headley— 
217 


What Price Efficiency?—‘‘Personal’” Trust 
Service as Key to Progress—Leon Schaefier 
—1018 

oe 


NEW BUSINESS 


Bank Staff as Trust Customers—Editorial—5 

Estate Planning Aid ... For Bankers—War- 
ren H. Eierman—769 

Hints for Smaller Trust Departments—Panel 
at Mid-Winter Conference—269 

“Middle-Mass” Market for Trust Services— 
James M. Trenary—220 

New Business Approach by Canadian Trust 
Companies—537 

New Business Through Advertising—Panel— 
255 

On the Publicity Front—monthly 

To Get—Give; Two Basic Theories of Merchan- 
dising Trust Services—William R. Spinney—- 
320 

Trust Accounts for Executives—Program for 
Corporation Contacts—708 

Trust TV Advertising—Its Problems and Re- 
wards—C. Coleman McGehee—1112 

Twenty-Point Program for Telling Trust Story 
—Edwin McInnis—799 

Where Will the Customers Be Living ?—406 


PENSION & PROFIT SHARING TRUSTS 


Bar Association Committee Report—Gordon T. 
Wallis—915 

Canadian Pension Plans—Ralph E. Foster— 
837 

Commingled Pension Funds Established— 

71, 94, 237, 573, 630, 973, 1048 

Composite Trust for Separate Employee Re- 
tirement Plans—Edward F. Meyers—1098 

Fitting Pension Plant to Client—Trends in 
Canadian Plans and Investment Policy— 
Robert S. Whyte—525 

Investment Policy—Arthur L. Coburn, Jr.— 
227 

Life Insurance & Annuities in Profit Sharing 
Trusts—Jas. B. Zischke—1088 

Panel Answers Current Questions—236 

Pension & Profit Sharing Digest—Hilary L. 
Seal—Monthly beginning April: Question of 
Size in Self-Insurance of Pensions—371; 
“Deposit Administration” and “Split Fund- 
ing”—470 ; Paul Douglas Subcommittee’s Re- 
port—570; Mortality Past and Future—628 ; 
Pensions for Self-Employed—630; Trends in 
Industrial Retirement Plans—710; 1956 
Amendments to Social Security Act—834; 
Pros and Cons of Insured Pension Financing 
—971; How Should Yield of Trust Fund Be 
Calculated ?—1047 ; Who Will Own the Cor- 
porations ?—1146 

Pension Regulations Extend Code—Final Rules 
on Pension, Profit Sharing & Stock Bonus 
Plans Analyzed—John A. Cardon—996 

Recent Developments in Pension & Profit 
Sharing Plans—Robert S. Swaim—233 

Recent Developments in Taxation of Employ- 
ee Benefit Plans—Joseph L. Seligman, Jr.— 
791 

Sizes of Pensions Computed—330 

Small Banks as Pension Trustees—990 

Streamlining Administration and Operation— 
William F. Lackman—-230 

The Actuary’s Functions—David J. Luick—224 

Trends in Pension Plans—John V. W. Zauge 


—797 
Trust Company Sponsors Pension Conferences 
—973 
7 
PERPETUITIES 


Cemetery Trust is Subject to Rule—Size of 
Trust Implies Invalid Accumulation—Pa.— 
595 

Gifts of Remainder After Two Life Estates 
Violate Rule—Severance Not Permitted— 
Tenn.—293 

Interpretation of Saving Clause—Wash.—1969 

No Merger of Invalid Remainder with Life 
Estate—U. S. District Court, Ky—679 


1173 

























































































Postponement of Interests of Legatees Until 
Distribution of Estate Did Not Create Trust 
Violating Rule—Cal.—981 

Power to Lease Did Not Affect Vesting—Kan. 
—174 

Remainder Vested in Interest Not Too Remote 

Although Possession Postponed Indefinitely 

—Tenn.— 981 


POWERS OF APPOINTMENT 


Designation of Appointee who Predeceased 
Life Tenant is Valid—-Conn.—981 

Exercise in Violation of Rule against Perpe- 
tuities—Adopted Children Not Permissible 
Appointees as ‘“‘Lawful Issue’—N. Y.—1167 

Implied Exercise in Favor of Donee’s Estate— 
Cal.— 852 

No Exercise by Residuary Clause—Invasion of 
Principal Permitted—-Tex.—85 

Power Reserved by Testator Did Not Create 
Imperative Trust—N. Y.—852 

Trustee-Beneficiaries Could Appoint Principal 
of Reciprocal Trusts to Themselves—N. Y. 
—1070 

Whether Will Exercises Power—Cal.—757 & 
1168 

Which State’s Law Governs Exercise of Power 
of Appointment ?—Harrison F. Durand—424 


POWERS 
Foreign 


Administrator of Ontario Assets Entitled to 
Pay Over to Foreign Administrator—Ont.— 
597 

Limitations 

Modification of Trust Permitted—Neb.—494 

Trustee Authorized by Statute to Enter Into 
Amendment of Lease Extending It Beyond 
Probable Duration of Trust—Minn.—982 


PUBLIC RELATIONS 


A Child, A Horse and a Trust Department—10 
Institutional Advertising in Canada—J. A. 


Taylor—516 

Junior Achievement Banks on the Increase— 
473 

Personal Affairs Month—Promising Experi- 


ment in Estate Protection—692 

Professional Opinion of Trust Departments— 
What Lawyers, Accountants and Underwrit- 
ers Think—Joseph G. Porter—439 

Trust Features in Annual Reports—Staff study 
—1057 

Twenty-Point Program for Telling Trust Story 
—Edwin McInnis—799 

Unique TV Trust Program—804 


REAL PROPERTY 


Operating a Real Estate Department—Unusual 
Trust Company Services Bring Unusual Re- 
turn—H. G. Soward—529 

Right of Devisee Under After-Discovered Wiil 
is Inferior to Bona Fide Purchaser’s—Md.— 
397 


REVOCATION & TERMINATION 


Destruction of Trust Denied in Spite of Re- 
quest of All Beneficiaries—Deviation Reject- 
ed—Mo.—854 

Destruction of Trust Denied Prior to Stated 
Attained Ages—Pa.—853 

Doctrine of Dependent Relative Revocation 
Applies Where Deeds Held Ineffective—Mo. 
—294 

Doctrine of Dependent Relative Revocation In- 
applicable in Absence of Intent to Make An- 
other Will—Tenn.—758 

Doctrine of Dependent Relative Revocation 
Nete Applied—Ga.—852 
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SPOUSE’S RIGHTS 
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Assignment of Principal Payable on Termina- 
tion of Trust Ineffective—U. S. Court of 
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right Against Will—N. Y.—495 
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Trusts Up 17% in Oregon—622 
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Summary of Law on Apportionment of Estate 
Taxes—899 
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J. J. Ferder—116 

Taxes Computed on Basis of Absolute Estate— 
Ore.—982 

Valuation of Assets for Federal Tax Purposes 
—C. W. Hughes—416 

Valuation of Closely 
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tate in Another Jurisdiction is Taxable—- 


Held Stocks—John FE. 


Wash.—1168 
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Federal Tax Notes—Samuel J. Foosaner 
monthly 
Gifts To or For Minors—Byron E. Bronston-- 
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Security Gifts to Minors—Tax Consideration 
under Model Act—G. Norman Widmark—698 

Trusts in Divorce Settlements—James B. Lew- 
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Five Year Throwback Rule in Action for 1955 
Tax Returns—Samuel J. Foosaner—17 

How to Avoid Tax Problems on Death of a 
Partner—Robert S. Thompson—776 
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mining Nature of Remainder—Pa.—1071 

Fee Simple not Diminished by Restrictions 
on Mineral Rights—Pa.—398 
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1072 

Longest Duration of Trust under Rule Against 
Perpetuities Intended—Md.-——495 

Presumption Against Partial Intestacy He'd 

Effective to Exclude Heirs of Testatrix-— 
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“Personal Property” confined to Tangibles— 
Ia.—1072 

Provisions of Instrument as a Whole Indicated 
Class Gift of Income—Mich.—599 


Remainder Interest Construel as Including 
Afterborn Members of Class—Tenn.—856 
Remainder Over on Death Without Issue Re- 
ferred to Death in Testator’s Lifetime—Mo. 

—-983 

Remainder to Defunct College Passed to Trans- 
feree—Kan.—983 

Remainders Vested at Death of Life Tenant— 
Ind.—297 

Simultaneous Death Clause Extended to Cover 
Predecease of Beneficiary—Mass.—496 

Simultaneous Death Clause Not Extended to 
Proximate Death Situation—Tex.—496 

Trust Ineffective Where Beneficiary is Over 
Stated Age and Gift Fails—Me.—297 

Widow Excluded from Gift to “Heirs by the 
Law of Descent’’—IIl.—984 


Probate 


Compensation — Attorney’s Fees Disallowed 
Where He Was Necessary Witness and Will 
Directed His Employment—IIl.—1169 

Dependent Relative Revocation—Invalid Codi- 
cil—Del.—760 

Devisee Who is Witness and Heir Can Testify 
as to Execution and Take to Extent of In- 
testate Share—U.S.C.A.—1170 

Effect of Erasures and Alterations—Wash.—88 

Execution Valid Although Witness Did Not 
See Testator’s Signature—Mass.—760 

Finality of Order Admitting Will—Cal.—399 

Forfeiture Clause Applied Although Will Con- 
test Was Withdrawn—Cal.—984 

Forfeiture Clause Not Effective Where Contest 
is Made in Good Faith—Minn.—760 

Heir May Appeal Despite Absence of Objec- 
tions—Neb.—856 

Heirs May Waive Physician-Patient Privilege 
in Contesting Will—Minn.—856 

Instrument Whose Major Dispositive Provis- 
ions are Inoperative is Not Entitled to Pro- 
bate—Okla.—297 

Jury Trial in Contest—Pa.—88 

Lost Will Duly Established in Chancery Pro- 
ceedings Entitled to Probate by Probate 
Court—Tenn.—-496 

Permitting a Non-Resident to Choose Place of 
Probate—Alice M. Bright—865 

Pretermitted Heirs Entitled to Offer Evidence 
—Cal.—399 

Proof of Confidential Relationship Insufficient 
to Create Presumption of Undue Influence— 
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Proof of Signature of Deceased Attesting Wit- 
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Influence—Cal.—760 
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S. Fales, Daniel J. Tobin, Thomas N. McCar- 
ter—165 ; Carter Glass, Jr., Frederick Rosen- 
garten, Edgar E. Rand, George Doubleday— 
287; H. L. Mencken, Mario Peruzzi, Sr., 
Frederick W. Nichol, Garrard B. Winston— 
393; Fred Allen, Cornelius McGillicuddy 
(Connie Mack), Dale Carnegie, Hammond 
E. Fisher-—488; Allen M. Stearne, Wilson 
McCarthy, Otway H. Chalkley, John A. 
Heydler, Hector Racine—593; Mary - Daly 
Gerard, Frederick Beers, Robert S. Byfield, 
George M. Wallace, Edward N. Brown, 
Charles MacArthur, Edward Oswaldt—668 ; 
Thomas J. Watson, Robert Royce Williams, 
G. Forrest Butterworth, Cecil B. Thomas— 
752 ; Fleet Admiral E. J. King, Hiram Bing- 
ham, Percy A. Staples, Cecil B. Thomas— 
845; William H. Cane. Homer S. Cummings, 
Jesse H. Jones, Charles E. Merrill—1061 ; 
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Vanderbilt Webb, J. Edward Frawley, Stuart 
M. Crocker, Beatrice Benjamin Cartwright 
& George T. Dunlap—1164 


Joint & Mutual 


Instrument Does Not Control Disposition of 
Survivor’s Separate Property—Neb.—493 
Instrument Held Conditioned on Deaths from 

Common Disaster—Fla.—-397 


AUTHOR INDEX 
(Original articles and major addresses ) 


Abernathy, W. Lane—Allocating Yield from Prop- 
erty Consumed in Administration—412 

Ain, Samuel N.—-Pension and Profit Sharing Di- 
gest—-72, 148 

Atherton, Frederick W.—Investment Aspects of 
Oil Industry—239 

Bachrach, Michael D.—Balance Sheet as Tool in 
Estate Planning—508 

Badger, Sherwin C.—The Investment Outlook— 
But What Do We Do About It ?—272 

Baldwin, Bernard ©. Jr.—Equipping Directors to 
be Salesmen of Trust Services—422 

Ballam, Samuel H., Jr.—Preferred Stocks Belong 
in Trusts—347 

Block, Max—Book Value Pitfalls in 
Agreements—408 

Burgin, C. Rodgers—Trends in Trust Compensa- 
tion—257 

Bright, Alice M.—Permitting Non-Resident to 
Choose Place of Probate—865 

Broehl, Wayne G. Jr.—Are Institutions Controlling 
Business ?—64 

Cardon, John A.—Pension Regulations Extend Code 


Buy-Sell 


—996 

Chapman, Richard P.—Forward Look in Trust 
Business—209; Fallacies in Trust Investment 
Policy—813 


Coburn, Arthur L. 
Funds—227 

Craven, George—Proposed Regulations on Taxation 
of Estate and Trust Income—505 

Davis, Shelby Cullom—Investment Criteria of In- 
surance Stocks—1140 

de Sieyes, J. Malecolm—The Office Equipment In- 
dustry—135 

Dicus, Frederick O.—The Trustee’s Dilemma—Re- 
tention or Diversification of Investments—1130 

Durand, Harrison F.—Conflict of Laws in Exer- 
cise of Powers of Appointment—424 

Edmonds, Thomas S.—Common Ground for Law- 
yers and Trustmen—613 

Eggers, Roscoe L.—Business Interests in Estates— 
104 

Eierman, Warren H.—Estate Planning 
Bankers—769 

Elliott, Frank N.—What to Do with Decedent’s 
Papers—112 

Ewart, David C.—Principal and Income Problems 
of Trustees with Mutual Fund Dividends—1025 

Florence, Fred F.—Trust Operations in a Growing 
Economy—780 

Flynn, O. Rogers, 
monthly 

Foosaner, Samuel J.—Five Year Throwback Rule 
in Action for 1955 Tax Returns—17; Proposed 
Regulations on Income Taxation Under Five- 
Year Throwback Rule—688 ; Federal Tax Notes— 
monthly 

Foster, Ralph E.—Canadian Pension Plans—837 

Gadsby, George M.—Atomic Energy and the In- 
vestor—819 

Gambrell, E. Smythe—Trustmen 
Have Common Responsibility—252 

Gleeson, Gerald A.—Double Domicile Taxation—118 

Hansen, Victor R.—Holographie Wills—875 

Harkness, Ralph W.—Trends in Insurance Settle- 
ments—316 

Hart, Herbert E.—The Drug Industry-—735 

Headley, Louis S.—Philosophy of a Trustman—217 

Hughes, ©. W.—Valuation of Assets for Federal 
Tax Purposes—416 

Johnson, George E.—Immediate Variable Life An- 
nuities—96 

Johnson, Russell H.—Economies in Trust Opera- 
tions—1104 

Kimball, Ronald M.—Simplify Corporate Trust Ad- 
ministration—247 

Kindel, Jr., James H.—What is Income in Respect 
of Decedent ?—332 

Knight, Robert T.—Accountant in Estate Planning 
Team—1014 

Kopp, Charles L.—Insurance in Estate Planning— 
772 

Kumler, William L.—Tax Planning as Affected by 
Close Corporation Interests—20 

Lackman, William F.—Streamlining Administra- 
tion and Operation of Pension Trusts—230 


Investment Policy for Pension 


Aid for 


Jr.—Management Speaks— 


and Lawyers 


Lanston, Aubrey 
Money—193 
Lauritzen, Christian M., Il—Pour-Over Wills—992 
Lentz, Hover T.—How to Draft a Trust for a 
Minor—12 

Le Sourd, F. A.—Lawyer in Estate Planning Team 
—1016 

Lewis, James B.—Trusts in Divorce Settlements— 
884 

Lloyd, R. McAllister—Variable Annuity in Action 
—244 

Long, Henry Ansbacher—Investment 
Notes & Mutual Fund Index—monthly 

Long, Rowland H.—Is Business Insurance in Dan- 
ger 7—108 

Luick, David J.—The Actuary’s Functions in Pen- 
sion and Profit Sharing Trusts—224 

Maduro, Denis Brandon—Stock Perpetuation—1000 

McAvinchey, Frank L.—The Not-Quite-Incompet- 
ent Incompetent—872 

McDevitt, Edward J.—Role of the C.P.A. in Es- 
tate Planning—312 

McGehee, C. Coleman—tTrust TV Advertising—1112 

McInnis, Edwin—Twenty-Point Program for Tell- 
ing Trust Story—799 

McKenney, W. Gibbs—Estate Planning for Busi- 
ness Interests—212 

Meyers, Edward F.—Composite Trust for Separate 
Employee Retirement Plans—1098 

Minahan, Roger C.—Some Phases of Business In- 
surance—430 

Mocre, A. F.—Insurance Aspects of Estate Plan- 
ning—616 

Neilan, Edwin P.—A Lesson From Baseball For 
Bank Executive Development—696 

Palmer, Harvard—tTrust Officer in Estate Planning 
Team—1014 

Petrie, J. R.—Industrial Expansion in Canada— 
541 

—— I. Meyer—Expenses of Sale by Estates— 
004 

Porter, Joseph G.—Professional Opinion of Trust 
Departments—439 

Putney, William B. 3rd—Capital Gain Dividends 
on Mutual Funds—22 

Robertson, Dalton—Canada’s Institutional Invest- 
ors—532 

Redgers, Raymond 
Stability—822 

Schuyler, Daniel M.—Positive Approach to Short 
Term Trusts—1092 

Seal, Hilary L.—Pension and Profit Sharing Di- 
gest—monthly beginning April 

Seiden, Melvin R.—Tax Aspects of Canadian In- 
vestment Companies—353 

Seligman, Joseph L., Jr.—Taxation of Employee 
Benefit Plans—791 

Sherrerd, Henry D. M.—Technique of Renegotiat- 
ing Trust Fees—260 

Smith, Henry Cassorte—Proposed Regulations on 
Income Taxation of Short Term and Controlled 
Trusts—608 

Soward, H. G.—Operating A Real Estate Depart- 
ment—529 

Spinney, William R.—Two Basic Theories of Mer- 
chandising Trust Services—320 

Sutter, William P.—Income Taxation of Estates— 
1108 

Swaim, Robert S.—Recent Developments in Pen- 
sion & Profit Sharing Plans—233 

Taylor, J. A.—Strengthening Canada’s Trust Fab- 
ric—516 

Thompson, Robert S.—How to Avoid Tax Prob- 
lems on Death of a Partner—776 


G.—Rate of Return on Your 


Company 


Pressures Threaten Business 


Trapnell, Edward R.—Nuclear Energy Report— 
monthly 

Tripp, Jerome C. L.—Toll Road Picture Brighter— 
460 


Vance, Henry T.—United States Capital and Can- 
ada’s Economy—536 

Walthour, J. Regis—Investment Procedures for 
Smaller Trust Departments—264 

Whyte, Robert S.—Trends in Canadian Pension 
Plans and Investment Policy—525 

Widmark, G. Norman—Tax Considerations under 
Model Act on Security Gifts to Minors—698 

Williams, Joseph E.—Easing Problems of Stock 
Transfer—278 

Wormser, René A.—Corporate Fiduciary and the 
Age of Discretion—8 

Wynn, James O.—Management of Property of 
Quasi-Incompetent Persons—879 

Young, George A.—Individual Deferred Compensa- 
tion—705 

Young, J. Nelson—Federal Estate Tax Regulations 
Analyzed—1080 

Zaugg, John V. W.—Trends in Pension Plans— 
797 

Zischke, Jas. B.—Life Insurance & Annuities in 
Profit Sharing Trusts—1088 

Zukoski, Charles F., Jr.—Redesign for Common 
Trust Funds—782 
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Attorneys: His knowledge can help your Clients! 


He is a Connecticut General representative So get in touch with him. You, too, will find 

. .and many attorneys find his help invalu- his knowledge and experience can save you 
able in the preparation of sound estate plans time and work . .. help you better serve 
for their clients. your clients. Or write us. Connecticut General 


Why? For one thing he is thoroughly familiar | Life Insurance Company, Hartford. 


with all forms of insurance . . . so important in 

any estate plan. For another thing he is spec- LIFE... ACCIDENT... HEALTH 

ially trained in estate planning and in working Group INSURANCE AND PENSION PLANS 
with attorneys, trust officers and accountants. Pension TrvsTs...ANNUITIES 


788 
Connect?cut General 








